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ROYAL COMMISSION ON CO-OPERATTIVES 


The Commission appointed to inquire into the 
present position of co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position. of persons engaged in 
business directly competitive therewith, met 

in Ottawa, Ontario, on Tuesdaz, April 10, 1945, 


PRESENT : 


The Hon, Mr. Justice ERROL M, McDOUGALL, Chairman, 


B, Ne ARNASON 
Ge Bob orr 

Commissioners 
WA IMG INAIDIENINTY 


Je J. VAUGHAN 


iueome i. Parker, he. Counsel 

Major H. D. Woods ) Associate 

J. A. Chapdelaine .) Registrars 

Golonel GG, W, hoss Executive Secretary 


APPEARANCES : 


er Sees Samco wmlenei=| Ten Co-operative Associations 
Ge ay Nowlan United Fruit Companies of 


Nove. Seo 2 


Wo) ie, HOWard, 2G. Private Grain Interests 
Weireker st Fk LnOrer. Kats Private Grain Interests 
|S ASR rage eR alae Sie yee Oa saskatchewan Co-operatives; 


Associated Growers of British 
Columbia, Limited, and Affiliated 
mocals 


We ee eo COuum 1; O. Canadian Chamber of Commerce 


(Page 5124 follows) 
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Ottawa, 
Tuesday, 
April 10, 1945, 
The Commission met at 10 a.m., Mr. Justice 


McDougall presiding, 


MR. PARKER: I understand, Mr. Chairman, as intimated 
by Mr, Francis, that the witness who read the brief will now 
stand aside and the other official will identify the brief 
generally and perhaps answer some questions, 

Me, EPRANCIG:; My Lord, I call Robert J. Scotty torune 


stand, 


ROBERT J, .eCOrd, 

DAveccer., 

United Farmers Co-operative 
Company Limited, 

having been duly sworn 
testified as follows: 


BY MR, FRANCIS: 
Q@. Wheat is your occupation, Mr, Scott? A, Farmer, 
@,. Do vou held any official position with the United 
Farmers Co-operative Company Limited? A, A Givector or 
the company. 
G, Youvwsre a director of the company? How long have 
you been a director? A,  Simee 19054. 


Q@. Have you ever been president of the company? 


Ca for now long? i. For seven years, 

@, And when did you retire from the presidency? 
A. About a month ago, 

Q. And until the présent time, for the last few years 
you have been in close touch with the affairs of the company? 
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BY MR, PARKER: 

ee oe are a Tarihier, bin do you farn? Ay Fardon? 

Q@. Do you carry on farming operations? A. That is 
PIChU.< 

GQ. o8fe you pretty familiar with the histery of this 
company since its incorporation, I think it was in 1914? 

A. Well, perhaps as familiar as a porson of my years would 
be with an organization incorporated thirty years ago, 

Q. i mean as to the general policy of the company? 
That i8, how it grew and how it branched out and took on 
other activities and that sort of thing? > Yer, 1 would 
say reasonably so, 

Q@. Let us. see if we can draw a little picture of its 
history and growth, I understand this company was incorpor- 
ated in 1914? A, That is right; in February, 1914, 

Q. By what lawyers call letters patent issued to you 
under the Ontario Companies Act? A. Thats ts “correch, 

@. And at its inception it was in all respects an 
ordinary joint stock company? A. I would not quite admit 
that. 

Q. voll, in what respect was it not that? A. Because 
the charter at that time, in 1914, suggested that it would be 
operated under a co-operative plan, 

Q. Did ite You are sure of that, are you? A, I 
believe so, 

Q@. How recently have you read the charter of 1914? 

i, ol believe [ read this copy yesterday. 

@, Then if your memory is pretty good that should be 
foie Pelianie, 11 ae have a copy perhaps you can tell me 
where that clause is. Look at page 2, the paragraph in the 


middle of the page. A. "== on the co-operative plan for 
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the mutual advantage, accommodation and convenience of the 
members of the company." 

Q. Let me read it all, now: 

"(b) Without restricting the generality of the fore- 
going expressions, to carry on the business of farming and 
ail its branches on the co-operative plan for the mutual ad- 
vantage, accommodation and convenience of the members of the 
company, |! 

It does not say anything about carrying on trading or 
DEOCOSSi ng Or exporting, or that sort of thing, does it; or 
is there another clause somewhere? A. No, not that I am 
aware of. Subsequent to that, however, the by-laws -- 

Qe. iam not talking about anything subsequent to that 
at the moment. As The by-laws of the company provided for 
other things. 

Q. We will come to that. That is the by-laws that were 
pagpred in AO A, Yes, 

Q@. Have you a copy of them? A. 1 would not cage ues 
there is a copy of all the by-laws as originally drafted in 
1914, 

Q. .Those are the ones I am talking about, not ones that 
were remodelled a month or two ago. A. Most of the by-laws 
at present -- 

@. Iamnot talking about the ones at present, sir, 

IT am asking you if you have a copy of the by-laws which were 
adopted at the time the company was incorporated, If you 
have not a copy we cannot deal with them; that is all, A. No, 
I have not got one. 

Q. Anyway a joint stock company without modifications, 
and 1¢°had a capital of how much, do you remember? 


A, Originally of $10,000, I believe. 
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Q. Ordinary shares at $25 a share? AK, Correct, 

Qe. Do you know whether those shares were all subscribed 
and paid up right away, right after the company was incorpor- 
ated, or how many of them were dealt with in that way? 

A, You mean immediately following incorporation? 

Q. immediately, or shortly thereafter, What I am 
eotting at is, were they all substantially paid up, or was 
there only a handful issued? Did the company get some sub- 
Stanvieal capital al that time? If you do not know, say so, 
A, Within three years, yes; I would say they were all paid 
UD. 

Q. Within three years? Wes . “ress 

Q. Were they all paid up before the capital was increased 
in 1917? Do you know that? A. I could not answer that def- 
initely, I presume they were, for all practical purposes, 

Q. Anyway, then in 1917 -- or perhaps I am going too 
fast. During that three years, speaking very generally, per- 
haps you will tell me what the company was engaged in. Was 
Up ’enegeeed Im farming, of wad It engaged In tUradime? 1 
was largely in farm supplies, the handling of farm supplies, 

OQ, The Handling of seed, and one thing and another? 
me bincer uUvinse, salt and so on, 

Q, it was largely a supply house for that first wires 
yoors? “A, Yes, 

Ge In 1917, for some reason, OF other, it became desir- 
able, it would seem, to have the capital increased, Do you 
remember that? By supplementary letters patent of that year 
the capital was increased from the sum of $10,000 to the sum 
of $250,000. Do you remember that? A. No, I do not remem- 


ber that, but I have the record here, That is correct, 


@. Can you tell us in a word why it was necessary to 


a 
ae 
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jump the capital in three years from S1O000) ui Go $250,000? 
What were the circumstances that made that degiveapnle, doiyou 
know? A, Well, generally speaking I would say that these 
were the circumstances, The United Farmers Co-operative 
Company was sponsored by the United Farmers of Ontario; I 
mean they were the parent educational and social organization; 
and the officers were then, and to a large extent have been, 
Guplicate officers-in that period. 

Q. The president at the inception was our good friend 
Mi. GOO0; ne wes one of the incérporat ord? ie) otis soon 
that period the united farmer movement, which took form in 
the nature of farmers! clubs over the province of Ontario, 
erew apace, and the demand from these numerous units, in- 
CleaeL.ce by tundreda each year, I would say, made ane Tneresac 
1m capital necessary, 

Oe voll Pignt; and it was dnereased acoordimeiy.. as 2 

| 
have said, from $10,000 to $250,000, still with common shares 
of $25 par value? A, I believe so, 

One Tne. was. int TOL), “Taree years later, im LOC, (by 
further supplementary letters patent, there was another in- 
erease, was there not? Auge” (NCR 

@. This’ran to how tuch? A. $250,000, was it? 


Q. From the sum of $250,000 to the sum of .$1,000,000? 


Has YOS. Pr 
Q@. By the creation of 30,000 shares of new stock at 


$25 a share, Is that explained on the same general principle, 
that with the rapid growth of the company it had to have more 
capital to get along with?. A, L would answer it in this 
way, that in 1920 the United Farmer movement reached its 


peak, in which there were some 1,500 farmers! clubs in Ontario, 


and the same situation prevailed. 
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ow. What 18 what 1 Say, then; a gradual expansion and 
inerea se? my ina is Paes 

Q. Then can you tell me whether that $250,000 capital 
was all Bubscribed and paid up before it was increased to 
$1,000,000? Do you know anything about that? A, I could 
nov Say, 

Q. Is there not someone here who can tell us that? 
PS Pie. Good probably can, 

THE CHAIRMAN: Mr, Good indicates that he can, 

MR. PARKER: Was it all paid up? 

He, We Geo GOOD: 1 would say ryes, practically aller it, 
before the increase was authorized. 

MR, PARKER: Then in 1921, the following year, we have 
a further increase from the sum of $1,000,000 to the sum of 
$1,250,000, by the creation of 10,000 additional shares, Do 
you remember that? Does the same thing apply to that; just 
the Further expansion and the need of more capital? 

THE WITNESS: Yes, 

Mma. PARKER: Lea thaterighe? 

MR, GOOD: No; the million dollars was not taken up when 
that additional capital was authorized, 

MR. PARKER: Was the full million not taken up? 

MRe GOOD:) The total amount, in my recollection, that 
was actually paid up or subscribed for was about $800,000. 

MR. PARKER: Quite a difference between paid up and 
Subscribed for, What I am getting at 18, how much actual 
cash from the sale of shares did the company have as its 
working capital? That is. my only point, to ascertain how 
much actual cash the company had for working capital, because 
if it was only subscribed for and not paid up it does not pro- 


duce very much cash. 
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MR. GOOD: I could not speak from recollection, but I 


would say that pretty close to the $800,000 was paid up in 


BY MR. PARKER: 

Q. that is fine. Then if there was still $200,000 to 
be gathered in, what was the reason for increasing the capital 
by another quarter of a million dollars, if you still had 
$200,000 to gathor in? Can you answer that? If you cannot, 
just say so, A. Might I refer you to the supplementary 
detters patent of 1927? 

@- No, nov yet; I would rather you did not, If you 
say you cannot answer this question -- ie Bu Mayo tS 
answer it by this, because in 1927 apparently there were 
29,471 shares of the 47,792 shares of the issued stock of the 
company cancelled, so there must have been that many shares, 

Q. it understand that, A, Might I answer further and 
say that my recollection is that in 1920 the option was pro- 
vided em applicant for shares to pay for @ share Ti casi or 
tO pay one-half in cash and one-half by note, 

Oo Le cnet ar? iy Yours 

Q. Now let us come back to my question, In 1921, when 
the capital was increased from $1,000,000 to $1,250,000, 
with some of the million still unpaid for why was 10 necessary 
or desirable to get that additional quarter of a million in 
capital? A, I couldn't answer that, 

©, "Well, that was dm"i92l. Now, am 1927 we socom tO go 
back to the Letters Patent Office again. Perhaps you can ex- 
Plain this one, ~in thisycase it was directed 23 follows: 

"(1) By cancelling twenty-nine thousand four hundred and 
seventy-one shares of the forty-seven thousand seven hundred 
and ninety-two shares, of the capital stock of the company of 


the par value of twenty-five dollars each, heretofore issued 
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and outstanding; 

"(2) By changing eighteen thousand three hundred and 
eighteen shares, the balance of such issued and outstanding 
shares, --" | 

As I understand it, those two added together represent 
the total issued shares out of the 50,000, if I worked those 
figures out correctly last night. Have you the document in 
front of you there from which I am reading? ie BLOn. 

@. You see the first part. I take it that means issued 
Shares, not unissued? Ae. That ve rien. 

Q. Then the second provision goes on: 

"(2) By changing cighteen thousand three hundred and 


eighteen shares, the balance of such issued and outstanding 


If you add those two together you get 47,792, which is 
ail of the issued shares except three, which 1 take. 1t- to be 
tne necessary qualifying shares... Is that right? So that 
would leave approximately a little over 2,000 shares unissued, 
What was going on that made this change necessary and desir- 
able? I think perhaps I had better read the whole of this. 
This is what you did in 1927. You cancelled 29,471 of the 
issued shares of the stock of the company. Then you changed 
18,318 of the balance into 70,051 shares without nominal or 
par value, equivalent to one share for each $12.50 paid to 
the company by purchasers of the said 47,792 shares issued 
and outstanding, and you changed 2,208 unissued shares of 
the capital stock of the company into shares without any 
nominal or-par value, In other words, you changed all these 


shares, whether issued or unissued, to shares of no par value? 


ie eS, 


@. Why? Do you know? A, I cannot answer the question 
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as to the change from par value to no par value, but the 
circumstances were that, as I said a few minutes ago 
applicant for a share originally had the option, in the drive 
of 1920, when this great increase in capital took place and 
there was a province-wide drive, Of paying for the share in 
full in cash, or paying half in cash and half by note; and 
in the intervening seven years -- 

@. By demand note or long term note, or what kind of 
note? A, Demand note, 


Q. Then all they had to do was call the notes and get 


the capital, was it not? A, That is 


Oe OO, A. At the end of the six or seven years 
the company had had substantial business losses, In the 
Opinion of its board of directors it was not in a position 
to call those notes without causing a tremendous amount of 
Tien Lor Liselr over the whole province. Ther see aie 
reason for cancelling the notes, which represented half of 
a good many of these shares originally issued, $25 shares, 
and issuing two shares of no par value in lieu of the one 
original fully paid share, and one share of no par value 
where the share was half paid in cash and the other half 
represented by notes. 

Q@. The third thing they did at this time, and I cannot 
fot Lon THis at aii, was: 

"(3) By declaring that the capital of the company 
shall be at least equal to the sum of the aggregate par 
value of all issued shares having par value, plus twelve 
dotlarssand fifty cents im respect to every issued share 


without par value, plus such amounts as, from time to time, 


by by-law of the company, may be transferred thereto," 


Lo Mr, Scott 


A. Neither can I interpret it, Neither could the provincisl 


Spoasurer's department, so in 1943, by private bill, we 
attempted to-have it clarified, 

Q@. Who asked for it? How did it get in there? I cannot 
understand that. A. I presume our lawyer, our counsel of 
that day -- 

Q@. i will not even ask you who he was, Did you ever 
ask the lawyer who drafted it if he knew what it was? A. He 
has been deceased these many years, 

Q@. All right. There was one thing more; 

"(b) Declare that the capital of the company shall not 
be less than three hundred and thirty-five thousand six hundred 
and sixteen dollars and fifty-nine cents,” 

Is that the maximum capital the company had ever had 
Untad 1927, this $435,616.59? Ae. COits ates 

Q. What was the point in saying that the maximum capital 
of this company should be that odd amount? It does not make 
any sense to me, A. Nor to me, 

ae Wor, w dare say, to the Commission. At any rate, 
that is what was done in 1927? A, heat as: Peis. 

oO, ‘Then that is°a brief history of the operations of 
the company from 1914 to 1927, a period Of “thIirtiecm, year: 
end during that time were its activities confined to supplying 
farmers, or was it selling farmers! produce as well? fa 
pou fi6ida or activity. 

@. All during that period can you tell me, very gen- 
erally, whether the company was able to pay dividends, reason- 


able dividends, on its paid-up shares? A, From 1914 to 1920 


my recollection is that it paid 7 per cent on its rather small 
capital. From 1920 until 1927 I could not give you the pic- 


ture. 


1 
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Q. You do not know what its record was from 2920 UG 
Rood 2 <n 10, 
Qo From 1914 to 1920 did 1% pay! any patronage dividends 
to anybody? i, No, not to my knowledge. 
Q. Do you know? Ne Yos, ~ E would say nos 
Q. From 1920 to 1927 did it pay any patronage dividends? 


Re YoOs: 


ta 


Q. To whom, and on what basis? A. It paid patronage 
dividends commencing in 1924 to cream patrons. 

Q@. That is, during that period you were handling 
patrons! cream? A, We were operating scme six or seven 
creamerics., 

Q. I say during that period you were paying patronage 
dividends to ereamery patrons: is that right? Were these 
creamery patrons to whom you paid dividends shareholders in 
your company? A. Some of them; perhaps a majority of them. 

Q. But a large number were nov? Ay OTe 1 Shi eine. 

Q. And were the dividends paid to those creamery patrons 
who were shareholders and to those creamery patrons who were 
not shareholders on the same basis? A, Our policy has al- 
ways been to pay on the same basis, 

QO. Just answer that question,* Aye Lt was, 

Q. And no doubt they were in proportion to the amount 
of butter fat they delivered? Ay Oss 

Q. And eer that period were you buying that butter 
fet or cream from these patrons? A, we were buying the 
bubtexr fat. 

@. And turning it into butter and disposing of the 
butter? On what basis did vou calculate the dividends that 
you would pay to these peopls? | A, On the basis of the 
earnings of the creamery department, 


Q, That is, you kept it departmentalized so that the 


X 
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creamery would have to. either stand or fall? That 18 right, 

Q. But you made no distinction between the shareholder 
patrons and the non-shareholder patrons? AS NO. 

Q- Did you have any written aerestont with those 
creamery people during that period as to the terms on which 
you would buy their cream and pay patronage dividends? A. No. 

Q. It was purely a matter or diseretion of “the directors 
during that period as to whether or not and how much dividends 
would be paid to these creamery people? A. I would say that 
it was finally, but it was at the urging of the shareholders 
at an annual meeting, 

Go ek UnCerstend chat. 

BY THE CHATRMAN: 

Q. Was there any formal membership for those affiliated 
patrons who were not shareholders? AY Gs 

Q. Nothing at all? A, in Ontario our Act Says that 
in a share capital co-operative a shareholder is a member only, 
The term "Shareholder" means the member, In a non-share -- 

Q. iam speaking now of the persons who were not share- 
holders and who were receiving the patronage dividend, What 
was their association with the company? AY They had me 
direct association other than the patronage. 

Q. They were outsiders? AS -That- 2s) right, 

BY MR, PARKER: 

Oe) La addition to the creamery people, during the 
period from 1920 to 1927 were patronage dividends paid to 
anybody else, any other type of patrons? A, I cannot 
answer that accurately beyond saying this, that I believe an 
egg pool was operated in that period, and that advance pay- 


oO 


ment was made on eggs and final settlement was made at the 


end of a pool period. ‘ 
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Q. Were you purchasing eggs the same as you were pur- 
chasing the cream, on a similar basis? A. No. 

Q. What was the difference? A. We were pooling ths 
eggs at less than the current market price, subject to a final 
payment. 

Q. What I am getting at is this, Were you purchasing the 
eges or merely handling the eggs on a consignment or agency 
basis? A. We were purchasing them under an obligation to 
pool and return a final payment. 

Q. But that is not so in reference to the cream, which 
you were just talking about? A. I would say that is not 
SO. 

Q. That is cream and eggs. Now what else; any other 
branches to which you were paying dividends? A, Not to my 
knowledge, 

Q. Up until 1927 did the company hold anything back 
either from the proceeds of the sale of cream or the sale of 
ege3, and start an accumulation of reserves which they could 
use for working capital to supplement their share capital? 
A. iI cannot answer that. 

Q. Was any reserve accumulated up until 1927 on that 
basis? A. I cannot answer that, 

Q. Do you know whether the company had any capital or 
any money it Banat use as working capital, other than that 
whieh 1% received from the sale of its shares prior to 1927? 
A. Not to my knowledge. 

Q. Now after 1927 the next time this company seems to 
come to bat is in 1943. In 1943 a special Act was obtained 
from the legislature, was it not? Ay, Theat is correct. 

Peed ou ve wine A a word why it was necessary or 


desirable, or for what reason the company proceeded to the 
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legislature for special legislation in 1943? A, ‘There was 
no special reason why it should be the year 1943, There were 
some attempts to reorganize the company, with a particularly 
vigorous attempt in 1940, and the reason that it was -- 

Q. . Was an application made in 1940 for legislation which 
wae refused? A. Nov for e private bill, 

Q. What was attempted to be done in 1930? A. An 
attempt was made at a shareholders meeting to reorganize under, 
I believe the name was ‘United Farmers! Co-operative Association, 
transferring the assets of the old company to the new co- 
operative company. 

Q. That proved abortive and did not go through? 

Ag That ia right, 
Q. And the company continued until 1943 before any 


4 


change was made; and in 1943 a bill was put through the legis- 


g 
fature again changing the capital structure, Is that right? 
A. I would say that it was less changing the capital struc- 
ture than it was clearly defining it, although it did change 
We will let the Commission decide that. Here is 

what it says: 

"Notwithstanding the provisions of the supplementary 
letters patent of the company, dated the tenth day of March, 
1927, the capital of the company shall be and since the said 
date shall be deemed to have been the sum of three hundred and 
sixty-one thousand seven hundred and nine dollars and nine 
cents, " 

I wonder what that was intended to do, Was it in fact 
$361,709.09? Was the legislature, by this bill, legislating 
that the company was deemed to have had so much capital when 


in fact it did not have that much, or when it had less or more? 
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WNEw Was che point of 10? Will you explain it? A, “As 


of en 


9 


Suggested, and I agreed with you, in 1927, in the supplementary 
levters patent, they were not clear: and I believe at that 
cime the capital was $335,000, or it was so declared in 

Qe Yes? A, And following that, very shortly after- 
wards, the federal government grants on cold storage facil- 
ities that we had built were returned to us, and they were 
applied to capital account. They were federal government 
grants, you see what I mean, and they together made $361,000 
odd. That is the explanation, as far as I can give it, 

Q@. All right. Whether factually or in some artificial 
way, the legislature declared that the capital had always been 
and was that amount, Is that not what it says? "The capital 
St une oompany shail be, and since the said cate Shalt be 
deemed to have been, the sum of $361,709.09." Does that mean 
actual paid-up capital, or only authorized capital? Ae Nos 
DSL ND. 

Pe ell rient: Let us go on 

"2, All dividends heretofore declared and paid by the 
company shall be deemed to have been validly declared and 
paid,” 

Was there any question in the mind of anybody at that 
time that you had, been illegally or invalidly paying and de- 
claring dividends? What was this intended to cure, do you 
know? A. I cannot understand that, 

0. Then it e0es on: 


"3. The company shall be subject to the provisions or 
Part XII of The Companies Act and the following provisions 
shall be deemed to apply and to have always applied to the 


company --" 


I am not going to read all this, but apparently it was 


| 
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an'attempt by legislation to change the nature of this com- 


pany, to turn it into a co-operative, Is that a fair way 


iene 
S) 


put 2G? A. JI would rather say tt was an attempt to 
clarify what it had been doing in practice and by by-law 
Since its inception, although legally it was under the ordin- 
ary company law. 

Q@.- Well, look at paragraph (c) and see if you think that 
is what you have just described the company as having bee 
doing: | 

"(c) that the surplus funds arising from the business of 
the company shall be distributed annually as follows: 

(i) payment of interest on the paid-up capital at 
arate not exceeding eight per centum per annum, 

"(ii) division of the remaining net surplus funds 
among the members or shareholders --" 
That bothers me, Does that mean the same thing, members or 


Shareholders; are they two names for the same group? Hie LOS. 


GO, “hen 10 -20es on; 


Oo 


"__ in proportion to the volume of business which they 


have done with or through the company." 
But you were distributing dividends prior to that, though 
perhaps not on that basis, were you not, to shareholders and 
to non-shareholders? Ag That “Ash riteho. 


you should do it te shareholders 


(oe 


Q, But this, says that 
or to members only, does it not? 

THE CHAIRMAN: Then how are the members distinguished 
Pose une sharenoliders? 

MR, PARKER: The witness says they are the same thing. 


twee An- 


ae i 
That is what bothers me, whether that word “members 
tended to mean the non-shareholders we were talking about a 


moment ago, and they were validating payments. to them, but the 


~] 
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witness says that is not so, 
BY MR, ARNASON: 

Q, Are you now paying patronage dividénds to non- 
members? Ne Yes, in respect to farm oroducts marketed 
through our company; not in respect of farm supplies, but in 
respect of farm products. 

By MR, PARKER: 

Q. That is the producer end, so to speak, as distinct 
from the consumer end? ho Ves. 

Q. You still say that "member" and "shareholder" are 
two terms for the same group? A, TRAG De rien, 

Q. Then it goes on: 

"(iii) where such surplus does not exceed one per 
centum of the year's business, said distribution may be 
deferred by resolution of the company.” 


Then it goes on to paragraph 4, which is rather important, 


"Hh, Notwithstanding anything in this Act or The Com- 
panies Act, every co-operative corporation holding shares of 
the company --" 

That is, shares in this big company: we are talking about; 
that is, any co-operative corporation, which is a shareholder 
in the United -- | 

"_~shall be entitled, if so approved by the company, to 
appoint one or more delegates to the meetings of the share- 
holéers of the company; such delegates shall be shareholders 
or members of the co-operative corporation and the numoer 
thereof in each case shalt be determined by the by-laws of 
the company, but in no event shall there be a larger number 


of delegates than the number of shares held by the co-operative 


corporation in the company.” 


=e tes Mr, Scott 


Can you put that in a few words and explain it to me? 
Here you have a lot of individual members of the United, have 
you not? Pn Los, Over 0,000, 

Os smc you have Certain corporations that are also 
member 8 ? INT Se Ngtonrg alice wee nod auate 

Q. And you work, IJ take it, on the theory of "one mem- 
ber, one vote"; that is the co-operative method? A, That 
ce tae ed a 

Q. No matter how many shares he holds? A. With the 
exception of a by-law which provides for delegate shareholder 
representation. 

(a0 kG kis Wek. Bh coming to, oO that principle 1s 
cut into by this exception, that when you have a member of 
your company, that member being a corporate body, that member 
can have quite a lot of votes? A, No, not quite a Los, 

Q,. More than one? A. “THAD 2S rae s 

QO, £ do not care whether 1t is two or a hundred and two; 
it is more than one. In other words it departs from the “one 


member, one vote” principle? A. That 18 Piene. 


3 


Q@. And as you say here, the number of delegates that 
ean attend a shareholders meeting of this company and vote 
is in proportion -- | 
"_-in no event shall there be a larger number of delegates 
than the number ot shares held by the co-operative corporation 
in the company." 

In other words, if a corporation held twenty shares it 
could elect twenty delegates to attend an annual meeting of 
this company and vote? 7 A, No. 

Q. What does it mean if it does not mean that ? A. Be- 
sause it i8 circumscribed by by-law No.7, 

Q. When was that by-law passed; in 19442 A, No; ten 


years ago, I would say. 


WO 


ais ia Mr) Scott 


Q, What is the by-law? You nave not furnished us with 
copies of that, Tell us what it is, A. Yes, you have a 
Gooweor ts, oi AS at the foot of the affiliation agreement, 
oe exe baL "A" 

Ney ee ons 10? 

"Notwithstanding the provisions of By-law No.5 each 
unincorporated farmers club operating in general conformity 
with the statutes of the province of Ontario governing co- 
operative companies and each local co-operative conforming to 
province of Ontario statutes governing co-operative companies, 
may elect one delegate-shareholder to represent it at share- 
holders! meetings provided that each branch association or 
local co-operative holds one or more shares of stock in The 
United Farmers Co-operative Company Limited; and each branch 
association or local co-operative may elect additional 
delegate+-shareholders to represent it at shareholders! meet- 
ings on the basis of one delegate-shareholder for each forty 
fully qualified members or the major portion thereof over and 
above the first forty members, provided that cach branch 
assoctation or local co-operative holds a number: of shares of 
stock in The United Farmers Co-operative Company Limited at 
least equal to the number of delegates appointed, and provided 
further that the maximum number of delegates from any branch 
association or local co-operative shall be eight." 

Is that the one? A, Yes. 

©, So at any rate you depart from the "one member, one 
vote" principle to this extent, that one member may have as 
high as eight votes, That is the maximum? A, One corpor- 


ate member. 


Q. That is a member, is it not, just as much as an 


individual? Ry. #8 s 
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Q. Then in 1944 you went back to the legislature again; 
no, you went back to the Letters Patent Office again. Why 
did you go back in 1944? You changed the whole capital set- 
up again in 1944, did you not? You were president then, 
were you not? Ae Thea te rent. 

Q. And I take it that you were guiding the affairs and 
policy of this company, to a certain extent? Ae ose You 
say "when you changed the capital structure of the company." 

Q@. is that not what you did? A. I would say we in- 
ereased Jt. 

One LIe you Nol change Lt, Tod? A, Im Yespenit 76 
preferred stock, but not in respect to common stock except 
by Ancreasing it. 


4s not api, 2 


Q. If you think my expression "change' 
Will withdraw it. A. I thought you meant some structural 
change. 

Q. ZT stili think it is a structural change, a change 
an the capital structure of this company; but 1f you do not, 
that is’eall right. Let us see what you did, anyway, Vo begin 
with, you increased the common shares? A, Tred We Piece. 

Q. That was the second thing you did. Under the first 
clause you created 100,000 non-voting preference shares, and 
later attached certain rights to them? eT aS 

Q. Why? What was going on in this period so that you 
Pound at desirable or necessary to create preference shares 
and increase your common shares? - What was going on; what 
was it designed to accomplish? A. It was designed to pro- 
vide additional capital to meet the requirements of a rapidly 
expanding volume of business, 


Q@. And what change had taken place that made it desir- 


able, after thirty years of operation, to have preference 


ee te nish ia 
ee 
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shares for the first time, and a non-cumulative preferential 
dividend of five per cent? Why wes that necessary? 
A, ince 1944, since the movement started -- 

Q.. What movement? Ne Me WOU Lke Tercall- iG. 8 move 
ment, from individual shareholders to corvorate units or local 
effitiates, that was launched, I think, in 1954, and that up 
to the present time has been growing progressively. 

Q. It was launched and fostered and advertised by the 
directors of this company, not by the people, was it now? 
What I am getting at is this, in connection with this move- 
Ment, Did the people come to you to do this sort of thing, 
or did you, the directors of the company, urge it upon the 
poopie asia good thing to do? A, It was mutual; both were 
Pacrors inst. 

Q@. I should think one or the other would take the lead? 
AY Undoubtedly the directors would take the lead, by virtue 
OF Ghee pomttion, 

® Well, let us try to get along; we cannot take too 
much time on this. I just wondered why it was decided to make 
this change by creating these preference shares. Could I say 
it was because you needed more capital; is that a fair way to 
put it? mn, Perhaps the prineipal reason, 

Q. Well, give it to us; that is what I am asking you 


2 


DOs ho Vier einer reason, of course, was that when we had 
the private bill passed the board of directors, then coming 
under Part XII of the Ontario Companies Act, had the right 
over the transfer of shares; and tn any company having over 
22,000 shareholders the rate of decease or death will run 

@ thousand a year or so, Then as a result of twenty or thirty 


years, many of these shares were being transferred through 


estates to people who were not interested in farming and who 
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perhaps were not interested in the co-operative movement, 

and they were voting shares, So the board of directors, with 
the consent of the annual meeting, applied for preference 
Shares, so that they might issue preference shares to indiv- 
iduals that they would not accept as voting shareholders of 
common stock, and also that they might create additional 
capital through friends of the co-operative movement, other 
than those interested in agriculture, investing in it, 

Q. All right, From 1927 to 1944 did you pay patronage 
dividends to anybody; or is this document which you have filed 
a list of the patronage dividends? Does that tell the whole 
story? Ag» 10 may within those ten years, 

Q. Ido not want amounts; I am not particularly inter- 
ested in that, if you will just follow me on a few general 
principles. 1 asked you that question in relation to the 
period up ito 1027, and you have explained how in Yreterence to 
cream and eggs you did pay patronage dividends. Now I am 
cOming from 1927 to date, What has the company been doing by 


way of paying patronage dividends? A, Yes, I believe that 


QQ. This sheet is correct? A, Yes, 

Q@. But this only covers the period from 1935 to 1944, 
During 1927 to 1935 did they pay them? A, Prom 1927 Go 7031 
we paid these amounts on cream, It is on the next sheet of 
that exhibit. 

Q@. That goes from 1923 right up to date, That deals 
with cream only? A, ) That ds rig. | 

Q. So the record shows that from 1923 to 1944, with the 
exception of the period from 1932 to 1938, when none was 


earned, in all other years you paid patronage dividends to 


your cream shippers? Aw Pha ti is correct, 


a 
Vaio 


i: ree ane) Bein 5 gga 
_ os 
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‘O- Nie, De oGt 


Q@. And during that period you made no distinction be- 


tween the shareholder shippers and the non-shareholder Ship- 
pers? ho hats correct, 

Q. Then from 1927 to date have you done the same with 
your egg people; have you paid them dividends whether they 


were shareholder members or not? A. We discontinued the 


ege pool. .f cannot give you:the year, but it ran for @ num- 


ber of years i think you will appreciate that in those days 


eges8 were very scarce, at Eastertime and go on -- 

Q. Let us not go into all that. I do not care whether 
they wore scarce or not, and I do not think the Commission 
cares, Just tell me when you stopped paying patronage divi- 
dends to your egg people? A, When we dropped the egg pool. 

Q. When was that? A. I could not answer as to the 
year. 

Cheon woen? OSC or 19437 It was sometime aftui 
3927, anyway? hy  Not.much arte , 


Cpe ht Park: Some tine arver? A. All right; perhaps 


after, 


@. in addition to.the egsgs and the ceream, did you pay 
patronage dividends to any other tyne of people with whom 
you were doing business from 19e/ on? Aw I. do not peiteve 
we did, 1 do not think go, until 1941. 


Q From 1941 on you paid the cream people, and who 


an 
CLIC? By that time the egg pools had gone out of business, 
To what other classes did you pay dividends, other than your 
eream people? A, To affiliates, in 1940. 

@, Who are they? ., A. They are local co-operative 
associations operating under affiliation agreeme reune 

@. Iam speaking of your individual members. The only 


ones who received patronage dividends were your egg peop ole 
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and your cream people? Is that right, or were there some 


J. ~ Ae nD 
ouhers, other than your corporate members? Do you under- 
stand me? A. That is a hard question to answer, because 


there i8 an obligation on the part of an affiliate to pass 
on the payments we pay them, on to the individual, 
Qe fam not asking you about any obligation on the part 


Of the affiliate, 1 ey Merely asking yor ar thee Vor 


so 
Gr 


Company paid any dividends to anybody other than your affiliate 
members, and other than your cream people and your egg people, 
Could you answer that, please, if you know? A. There was a 
ery small dividend paid on lubricating oils to individuals 

2. Shareholders? Members of this company? Or non- 
Shareholder patrons of this company? A, Bom, “usw a 
very small amount. 

Q@. But my point is that you make no distinction between 
your shareholder members and your non-shareholder members? 
AK, Not’ in respect to oil, 


Nor in respect to eggs, nor in respect to cream? 


'O 


Qe Or anybody else who does business with you? A, Oh, 


Q. The affiliates have to be shareholders? Le What ae 


Q@, i am talking about individuals, A. No; no dis~ 


GaltiCas On, 
Q@. You make no distinction anywhere in any field of 


your operations, between shareholders who are members of your 

company and non-shareholder patrons? Phas is ree. 
Q. You have filed here three agreements, the firss of 

which is called an affiliation agreement for co-operative 


producers, what you have been talking about just now, This, 


pha ried a) med ; — ah fee, Mery 'g le ‘Ais rl 


Puce a, ne pe oe she ee om 


oN a ee 


m1 


‘f 


I take it, was the result of activ 


Doe rd: or GES. Od. Uni oid. 


to become members of your company, 


22reement was initiated Origine Lily 


i 


meetings 


It was confirmed by 


Q. I understand that 


Mite une wWhiohe idea of 


idea of the directors or was it 


the people who wanted to get in? 


Pe Le COL aor 


say. 


Q. In any case this for 


@ cO-Operative instit be 


cin 


a 


pany. sets forth the things 


amd Whet the arriliates are 


suppos 


Commission can read this at their 


draw attention to one clause: that 


part of the agreement, which 


the affiliates agree to do with yo 


rs) 


"To invest all moneys receive 


evines feLburns Crom the provincia 


I take it that is your 


N--. in the purchase of the common 


os 


it 


wholesale 


dividends, which you 


Ss 


i] 


to these. affiliate Member you do 


», 


a 
OG. 


Hota 1%- back and issue shar aes 


not actually issue the cheque and 


Ov anesthe 


u 


answer my 
it back, 

Q. Well, you have and yo 
is not holding it back, 


Q. How do you pay 


to es 6 


of the 
would be 
getting these 


someth 
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company 


on behalf of the 


itics 
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chese co-operatives 
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ing that emanated from 


if you do not, knoy, 


th the terms under which 


come members of your com- 


) 


you do for the affiliates 


jod. to do for you, andthe 


I only want to 
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is clause 5 in the second 


ing the things 


concern 


us 


das wholesale patronage 


1 wholesale -- 
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stock of the provincial 


say you have been paying 


not actually pey thems. you 


Chet: eae 2 Ae Weer do 


send it out. 
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and send them the common share 


oe Won Pinot he 


of paying them cash representing 


the share? A Th 


Q@. wo they get no cash? 
The co-operative 
JN. No. 

Qs Doe sou know-as 
co-operative, in setting up it 
Having been reteived, or 
DaAw not 


Do you know? could 


Q@. What do you do for the co-operatives; 


What services do you render? 


mean? 
Q. Yes, What advantage 
and come under its terms? 


/ 
the parent company? ui 


seu Out in the agreement, 


Now, you have another agreement which is 


On premix concentrate feed 


program, the company or the st 


country? Who wanted you to he 


without beating about the bush, 


Seeking expansion in types 


not, this United Company? Pies 


Q. And whenever it sees 


Pode for the benefit of itseif 


pand? That is a fair way to 


answer that in this way, that 


in the purchase of common 


just as 


by agroement between the two of you, you issue a 


does not actually get 


MMs o rer OF 


Cad ery 
(ene StS 


What services do they 


aera ia) 


program. 


Shaves for their account, 
Se 

Simple to say that instead 
their patronage dividend, 


share and 


Ae ie Rien, 


the eash at 


fact whether the local 


treats that as cagh 


s account, 


treated in their books? 


say. 


, 


Aye Bor schg 


ig it to have this agreement 


vy got Tron 


ot press because 1% 138 


Le 7, be 
HgZT A 


and we can read it for ourselves, 


called an aerecnent 


Who originated this 
rugeling people out dm the 


ip them? In other words, 


this i8 an aggressive company 


of commercial business, 1s it 
Many types. 
a chance to expand profitably 


and its members, it does ex- 


Dak Lhe ems 7 A ok Weel 


of all the developments the 
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premix program was at the most pe istenece of tho 
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Loca! people, 
Q, Woll, that may very well be. But speaking generally, 
it a2 the policy of this United company to expand in the com- 


neoraial world in ali branches of business which they think 1% 


fe 
a 


Decne and wise and helpful to enter into? That te the 
ecnotal! policy? A. In the interest of the farm people, 
Q@. And in the interest of the company itself? Be NG 


a. ilo the interest of somebody it’ 1s their policy tc 


2 


grow and expand? that 1S Plight, 


Q@. And this premix agreement is just one sample, I just 


see paragraph 4 in the bottom part of this agreement. This is 
Waeao Ghoe aiiiliate agrees to do: 

"Undertaking to provide initial cash capital for the 
Premix Concentrate Feed Program on the basis of $1.50 per ton 
on the amount of mixed feed distributed by the association 
during the previous year or estimated as the amount which would 
Pe Cistripured in the first year under the premix plan, This 


ae 


imitial capital may be provided by either of the following 


Qevnoda ==" 


In other words is it faiv to say that this agreement is 
intended to provide and in fact does provide additional capival 
to the United from the affiliates? A, Addl Onet cap ioea 

Q. Working capital for the United, through this $1,50 
Der uous 2, Yor, it provides additional capital Tor 2 
speciited project. 


GO, Exactly, but at the rate of $1.50 per ton? =A, fieg, 


O 
Gc 
3 
Os 
© 
Lp 


©, it 19 4 sort of holdback, as we sald berore, 
the other agreement? Ke On, es 


©. That is so; this is a straight investment? A, Tha 


MO 
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Q. What do they get to represent that; shares in the 
company? hee ee a Pacer: 


; 4) vr > 1 ¢  }- ~ a Wraad oe 5 - 
Q,. Further shares? Ae Yes. The local association, 


a 


if it invests $1.50, will get common shares in the company. 


oe ou They put up thi: 


° 


money. In cach, OF eo 1h en over 


x 
“2 


oharee on holdback? A, “Liey ee iG) we on Geen. 

Q. Take this premix, That is not a separate corporate 
poaye 25s Oniy a part of your work? Rey Wes, 

Q. You keep separate departmental accounts for all these 
things? De MCE as 

Q@. 1s this a profitable branch? A, It has not been 
im operation long enough to know. It is comparatively recent: 
some months. 


Q. Then we have still a third agreement, covering a 


a 


marketing contract between distr 


Gir 
js 
Ga 

ae 


poultry and egg co- 
Meri ives and so forth. What Le this about? Suse teil us 
what that is supposed to be? Ago The: marke time 
between district poultry and egg co-operatives relates it- 
Self to several local co-operatives who in the last year 
lostalled auvomatic Line picking machinery for poultry, ead 
Coin Suorage) facilities: and it involved the pooldme for 
Warketing of the poultry from Peterborough, Renfrew, Cayuga, _ 
C, sone 2 HOMmon “hink we need Go,enber 2n0eat ne: 


but there are two other types of agreement; perhaps we can 


get enough information about them so we can read them in- 


et 
telligently. One is called a management agreement between 
Pol ema the affiliates,, Do you See thay? Ae YOS, 

Q. In other words your company takes a sort of pro- 
fessional interest, becomes sort of professional managers 


of these affiliated companies; is that it? A, Professional? 


: a Fo ne? PS e det 
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Q. Professional managers of these co-operatives, Is 
that a fair way to describe it? You seek to keep their 
accounts, give thom advice, decide what inventories they 
Shall carry and all that sort of thing, under your Super- 
vision, is that not a briof summary of this management agrec- 

Q. Why? Are not these local co-operatives able to 
Wanage their own business? What is the point of this agree- 
ment ? It looks to me asa though this United company is getting 
oo bea powerful institution tn the country, It manages all 
these locals, sort of gives them marching orders and so on, 
fo cha Fight @ A. Not all of the Locals, 

Qo. A good many of them? A. No, not a good many, 

Qe How many? A. Half a dozen; perhaps ¢ight. 

Q. How many affiliate members have you altogether? 

Eee On, Le Or 120, 

4+ But you only have these management agreements with 
eight or ten? Me. SOS s 

Q. Why have you not more? Will not the others come in? 
oe lt fs mot a question of that. In most circumstances 
local developments are capable of securing satisfactory 
ieneconent, In some instances the local beards of direousrs 
come to us and appeal to us -- 

Q. The ones that have made mistakes, or are having a 
hard time? Aw Yeo, ori the ones thal enter fir mace 
developments right at the beginning, and have not developed 
expert management personnel or direction, 


ct 


O, fnd they look bo you a6 & Sort of more experienced 
organization to give them these agreements, so that if you 


Le 


step into the picture at all you can step with some authority? 


Ae heat <8 right, 
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Q. Then you have one more, a business service and 
Supervision agreement, What does that add up to? First you 
have the management agreement, and then you have a second 
One; business Service and supervision, Is that for the sate 


people with whom you have the management agreement, or is it 


more extensive? A. It may be slightly more extensive. 
Q@. But not 4a great deal? Aso Nos 


@. As it says, it is merely an agresment whereby you 
render the services set out in the agreement? fae, GLP, 

Q@. Unter either of these agreements, the management or 
Supervision agreements, do you get any pay for it? Do they 
pay a feo? A. They do not pay a fee. There may be charges 
in respect to the management agreement, 

GO, Well, L8 there? A. Yes, in some instances, 

Q. On what basis does the parent company get revenue by 
these agreements? A, “Om the paste or sceteor 2s 


reason of 


management. Not in every instance, but in some instances it 


mower Une basis of coat. 
CQ I suppose it is pretty difficult to keep accurate 


we 


cost accounts to show just how much of a man's time or how 


sami! 
ar 


much of the office rent or whatnot should be charged up. 
Has tO be an approximate method? Ay Yes, 

@. And you seek to work it out so that it will just 
reimburse the parent company? A. Never more than that, 
and it never does reimburse fully. 


Q 


uF 


During the entire history of this company it has 
been making income tax returns, ever since there was an in- 
come tax act, since 1919? A. £68, 

Q. And whenever you have earned any income you have 

: paid income tax. Right? A. Right. 

@. As assessed and finally adjusted between you and 


the department? A, That is right. 
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~\ 


2+ On what basis or on what amount have you been pay- 


ing income tax? What has been treated as income on which 


the income tax has been calculated and paid? A, We heave 
based-our statements for income tax on the net earnings of 
the company, after patronage dividends have been paid, both 
patronage dividends to affiliates and commodity dividends to 
cream patrons and to egg shippers, and other incidentals from 
year 50 year; on the remaining earnings of the company. 

@=e i Other words is this a fair way to puteit, that 
you have treated your patronage dividends as a cost item? 
ie COS. 

Oe Le Snounve to that? BS LESS 

Q. it has been allowed as a cost, and you have paid 
imcome tax on the. balance of your income, whatever it is? 
ie chas 18 correct. 

@. You have a certain amount of common shares out- 
standing that have been paid for. We have been over that. 
About how much is that, in round figures; the common share 
capital outstanding? A, In round figures, 85,000 shares. 

Ae ea Geo? AY. No: no par value, 

Q. What were they issued at? . What did they net in cash 
to the company, do you know? A. In the new issue -- 

Q@, What you have at the present time; I do not care 
whether 1% 18 new issue or old issue, A, The capital of 
the company -was established at $361,000, There were no par 
shares offered, and the old issued ones, up until 1944, 


Q. The value of the shares, then, is $361,000, divided 


by the number of shares? fe Ses 
@. And you pay interest on that? A, Yes, 


O Atb wha rate? Rk. At the rate of Tive per cen on 


the pasis of $5 shares, The original capital invested away 
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920 was $12.50 for 


HOM peOp Le wmhink 2h is 


one: oF “hos 


each 


two per on 


6 shares, 
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he 
WLdK 


Me Oeott 


sO 


a Orta nad 


The point is that you pay annually five per cent on 

000, whatever the amount is? Ay Wevhave patd. at 
currently now for ten years or so, 

Do you deduct the amount so paid as part of your ex- 


ue 


pet 5 
Ds SOU pay income tax on that? A, That 
Q. What about the preference shares; have 


mor ahs, 
per, cent: 
Pa ALS 


tL SupDpos 


soe t ORS 


you income tax? 


ee Ar 
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nterest on the pre 


and they are issued at $5. 


q A SE fe 4s — ie Yet 
And is that deducted before 


ow 


last year is the first year they ha 


it will be settled by the income 


finally 


ives Ts, SO. Camnol (21 ye On 


Ve haNn thing 
oOUne Fr UNIS» 


ONG 
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an 


Re ee 
is eight, 


you been pay- 


you pay income tax? 
been issued, 
tax authorities 
answer, 

Have you any instructions, 


3 Income Tax Department, author- 


and ourse 
Cj 
avr 
any lette 
izing a 


6 such the charging up of these patronage dividends 


as operating 


Costs, so 


» that you will not have to pay income 


tax on them? Did you ever take it up with the department 
and have them settle the matter, as a matter of principle? 
m 4 ry 2 witea tte ane eaten a 

A, We had clearance, I believe, until 1959 or maybe 1940, 


Since away back. 


/\ 
Pee 


There have been adjustments, but 


a 


Q. 


That it never pecame an 18806 up untail then? 


fa 
anes 


the principle was 


accepted, 


Ae 


tax authorities 


Sinee 1939 and 


Qe 


o. 


Then what happened; did some change take place then? 


1940? 


VYoa. A. Wot that I. know of, .2 presume the 2ncome 
ies just got behind in it. 
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i sah try, 
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Q. Jt has never become a question that you have taken 
up with the department and had an understanding about, as to 


whether you should or should not, or anything of that sort? 


A e No s 


Q. This company, throughout its history, has developed 
and acquired a great many fixed assets, has it not? A, Yes. 

Q. Have they all been financed out of the moncy raised 
by the sale of shares, ,plus bank borrowings? i> (baat) is 
PLN. 

Q. You have not acquired any of those out of money held 
back from shareholders or patrons, which otherwise would have 
been paid to them? A. There are no deferred patronage: divi- 


cdends, 


MR. FRANCIS: Just before my learned friend Mr, Fillmore 
cross-examines, there is one point I should like to mention, 
my Lord. Last night a request was made for the right to have 
access to all of the exhibits filed. I-readily consented to 
that, with the exception of the financial statement. This is 
one company which is not required to file financial statements 
with any government department, and Ef should like the same 
ruling made as has been made in a number of cases, that Das 
tiled for the information of the Commission and not for the 
public. 

BY MR, ELLIOTT: 

Q. May I ask one question on the last point brought up 
by Mr, Parker, I see you report that the income tax for 1944 
was $29,000, Did you recéive an assessment notice confirming 
that amount? Wee ice srer sais Wee answer that. 

Q. So you do not know for how many of these years the 


income tax figure put down has been actually assessed and 


hentg 


ae ” Bc. 


eae M ane 
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confirmed? A, 1 believe they have been confirmed up until 
1939 and maybe 1940. I do not believe they have been con- 
firmed beyond that. 

Q. And in 1939 you paid no patronage dividends; that 
is to say, from 1935 to 1939 inclusive you paid no patronage 
dividends? fee nat a Vent . 

Q. SO you are not sure whether you have actually been 
assessed recently in a year in aiedh oe claimed the deduction 
of patronage dividends? A. No, The records yould Gidicate 
that. 

BY MR, ARNASON: 

is au page 4 of your brief, in the third paracravn; sou 
state that the United Farmers Co-operative Company acts as 
the wholesale purchaser of farm supplies for some 68 co-oper- 
atives and 44 unincorporated farmers! clubs. I suppose these 
ferners! clubs have rather a small membership, or could you 


tell us how their membership averages, as compared with your 


incorporated affiliates? Ae There 2a consideranlo Varia tien, 


¢ 


i would say that at one time the 1,500 farmers! clubs in the 
province had an average membership of 40 each. Some of them 
mad 200, and so on, Those have disappeared, and to-day there 
igs only the rare exception where the farmers! club still 
conducts its operations on a large Pet acuig Pie basis,  Thexe 
are perhaps half a dozen or so that have one or two hundred 
members, On the other hand affiliates will range from a 
relatively small number of members or shareholders to as 
many as 1,200 or 1,300 members at Peterborough, 600 or 700 
at Barrie, 500 or 600 at Perth, and so on, 

Q. Are your affiliated members usually incorporated 


with share capital, or are some of them organized on a 


membership fee basis? A, They are on both. In Ontario 
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we have been moving toward a membership and loan unit struc~ 
ture rather than a share capital structure, but quite a number 
of prior incorporations were on a share capital basis. 

Q. In these loan units, is the memper required to loan 
funds to the association as long as he remains a member, or 
what provision is made for repayment? A, There are some 
variations in the by~Laws between the different incorporations 
operating on the loan unit basis. The by-laws determine the 
terms upon which the loans are made, To put it very briefly, 
fam not proposing to cover every ramification but I would 
Say there are three types of loan, There Is cash put up by 
the individual member; there is dividends earned by the local 
association, which may be allocated to him under by-law and 
under agreement, There may be wholesale dividends which in 
turn are passed back to the local association but are invested 
in common stock, which obviously must be passed on to the in- 
dividual member as a loan, because he does not get the cash. 

i pelieve in most instances now,most of the new corporations, 
there is this restriction, that they will not redeem more than 
ten per Cont. an any oné year or their members! Loans, 

Q, Are some of your affiliates which were incorporated 


On share capital being reorganized on a loan unit basis? 


Ne es, there is a marked tendency in Ontario in that direc- 


we 


BY MR, NADEAU: 
@, Are any of your shares, common or preferred, wraded 
on the stock market? Do you know that? A) «=6NG, they never 
have been listed on the stock market, 
Q®. But on the unlisted market? A, At one time. they 
were guoted in the unlisted stocks, but when we got the private 


bill through and the directors controlled the transfer or had 


tO approve the transfer of shares, 
stopped any scalping in the stock 


it entirely stopped now? 


entirely stopped, with the exception 


rare occasions himself in 


from some outside estate, or the soli 


which event he gets in touch with us, 


Sa DoOnd Lesue. 


Q. wince when has 


your affiliat 
As) Uhe- arri tiation 


or 29435, There have been 


an you will see, berause we could not 


common stock until we had 


BY MR, FILLMORE: 


possession of 


any bond issue 


= apy le 
agreement 


Me. Scott 


that pretty effectively ~- 


Ly 


market, 


Piet ates sad mou Ls say 


that a broker may; on 


sO0me shares 


eltor for an. Gatate, in 


? A. We never flaate 


ion agreement been in 


has been in force 


Sone alterations vin it, 


issue this $500,000 of 
capital to issue it from, 


Q. Mr, Scott, did I understand that your turnover is 
620,000,000 a year? Ae Roughicy. 
Q@. And where is your head office? A. In Toronto; 


Po Duke Shree t. 


oO,  Andvarhat iments do 


v 


denart 


understand into what departments 
ve you, for example, a live stock mé 


Dy he Lae Boel 


one a ones. . What emhers? 


ae 


you have? 


Yours busine ae) ees as 


the rine 


ct 


just 
vided. 
ing de 


rket spartment ? 


seven creameries; a fertilizer division; farm supplies; elec- 
trical goods; seeds, feeds and premix, which is closely re- 
lated to feeds; eggs and “poultr y and farm products such as 


= 


potatogs, hay and some miscellaneous items. 
Q. ¢ live stock commission agents do you merely. market 
the cattle which are sent in by local co-operatives and remit 
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to them the entire proceeds less a fixed commission? A, That 


eeu. 


ct 


ry 


1. "1 


@. oo there are no patronage dividends there, are there? 
A. It would be impossible to distribute them. 
QO, “lam just asking you, You just give a mean back whe 
proceeds of the sale of his cattle, less a fixed commission? 
Pe nae Ve rien, 

Q. So there is no patronage dividend connected with 
that ? A, Wo. 

Q@, is there any other case in which you act purely'asg 
a marketing agency, where you simply sell the products in 
their original. form and send back the money to the producer? 


A. No, I do not believe there is any other commission basis. 


Q. You have seven creameries? A? Wee, 
Q, i presume you manufacture butter, dry milk, ice 


— 


cream and $0 on in one or more of them? A, Set he Bvent, 

Q@. And do you keep a separate set of books for the 
eroamery business? A, Yes, they are set up under a separate 
department, 

Q. And do you pay what you call patronage dividends in 
respect of your creamery department? ' A, No, not in respect 
of the creamery department but in respect to each creamery 
branch, because the local conditions may vary. 

Q. In Ontario have -you a milk board which fixes the 


4 


price of milk and cream, the price paid to the producer? 


de 


A, We have a milk control board overating a milk control act 
in Ontario, but they do not fix the price of cream except when 
iG 2S derived from milk delivered in the can, In other words 
eream is mot fixed.in respect to price. 

Q@. You pay the same initial price to the producer tha% 
is paid by other. creamery companies? KS 6 het as rien, 


Q. Then you take the product and it is processed.in the 
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creanery, and when do you determine whether you can pay 
patronage dividends to the producer? When do you decide 
that ? A, We decide it when it is earned; and it is earned 
in different months in different years. | 

@,. Could we not put it in this way. Until you get your 
profit and loss statement at the end of the year you do not 
know what earnings you have had from the creameries? A, That 
we Tight, 

er. .6O you have GO walt wnbild the end of the year to see 
wiat earnings you have had; then you decide how much you can 
distribute, Is that correct? A. Yes, although we may 
Sperete two pool perlods in a year, on occasion, 

Q. Well, either annually or semi-annually? A, es, 

Q@. And is the amount which you vay by way of patronage 
dividends scleiy in the discretion of your company, the main 
company, the directors? A. The amount is solely im the 
discretion of the board of direvtors, obviously; but there 
138 2m Obligation to. pay in the Ontario act, end in vie 
charter, and in our by-laws, and also an obligation to pay 
by custom and practice over twenty-two years, 

Q. But what is the statutory obligation? hes ene 
statutory POL eat on? 

QO... Does it say how much you should pay? A. 1[u Sana 
that we shall distribute the remaining net Surplus annually. 

G, UGSs what ? Less necessary reserves and expenses? 
ie YOu. 

@. - Thea amount of whieh, ie aim the discreidon er the 
qdirectors? eter The maximum amount is set out under 
Part XII of the Companies Act. Within that limitation it is 
in the discretion of the directors. 


Q 


And the directors decide what are the necessary 


expenses and reserves, do they not? Ae Yess 
Q. 80 that what comes back to the producer is the net 


result of your year's or half year's operations? Ae VEG 


Qe .You have bought the goods; you have manufactured 


a 


them; you have sold them, and you have had so much left? 
ae Lae se oi eat. 
Q. And the more you pay in the way of patronage divi- 


a7 
1 


dends, the less earnings the company itself would have? 


Q. So that the amount of patronage dividends which you 
would pay would have a direct bearing onithe amount of income 
tax you would pay? fee Thar Ws Covhoud, 

Q@. What about the fertilizer division? Is that a manu- 
facturing plant? Ay fertily, and partiy to soli ay an. 
gereotente for home mixing, or local mixing. There are sone 
dozen or more local mixing plants in Ontario that were spon- 
sored by the United Parmers Co-operative Company, and then 


2 


there is the large or relatively large manufacturing central 


y 
2 vu 


G, Wod how do you decide the place 4% which 7ou- wii 


make your sales to the local co-operatives? A, It is de- 


‘?) 
ee 
Cu 


ded for us by the Wartime Prices and Trade Board, by the 


ae) 


ePpsiszer administrator... The price Is/erbitrarily set, and 
has been for several years. 


@. And-do you have anything left at the end of the year? 


Do you make a profit on your earnings in respect to that bus- 
iness? hy) wes. ‘ 


Qe But you cannot then make a rebate to the purchasers? 
A, Yes, we make rebates to our affiliates, 


Q. And the amount of those rebates is determined at the 
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end of the year, after you have learned the result of your 
year's operations? A, neu 18 corres t, 

Q, And that same principle applies throughout your 
different departments? A. ALL farm supplies, 
@. And in some cases you act cee as purchasing 
Seonue, Oo Foy not? In some cases I understand that you 
act merely as purchasing agents; you buy farm machinery for 


the local co-operatives? A, Theat 2s Piers. 


Q@. And do you charge the local co-operatives the exact 
price which you pay for the articles? Supposing you get an 
order for farm machinery. Do you bill your customer with 


the exact 


— 


wryc 
Gis, 


ida 


peice, of do you, charge im moray) ££, 7 No: 


x \ 4 
if 


we charge the current retail price, 
Q. And consequently you ‘have a margin between the cost 
proce ane The selling price? Ag TAU 35 (Oonragin. 

Q. At the end of the year you get out a profit and loss 


r 


statement, and you find what the result has been, whether 
there is any money left? AS That. 18 right. 

Q,. Then you decide how much of that you will pass on 
to those who purchased from vou? oie cise 

Q. And the amount of that is in the discretion of the 
directors? A, Within the statubory limitations, 

O,. »o that. to Some extent your lilabizity for income 
bax would be determined by the amount of patronage dividends 
which you paid? Be EE Seen oho Ge ie Pee it 

‘ 

Q You say you have about 100 affiliated local assoc- 
tations? A, womething over 100, 

Q, How would you classify them into different kinds of 
producers and consumers, selling or buying? A. These 100 odd 


affiliates arc all operating under this purchasing agreement, 


and in addition.to that you have shipping associations, but 
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whey are not included, This is the purchasing affiliation 
agreement that I referred to in speaking 
iy As dacgely farm supplies 

@. oO that most of your 100 affiliates buy their farm 
Puppies Crom you? Male tee. be, eae. 

Cs wd cnet Le your main. pusiness, ts 20? A, Noy i 
would not say that; but in relation to these locals it is the 
main business, 


Q. Leaving out the Live stock business? A, That is 


@. And that margin, the difference between the buying 
eres. Sn ine aAelling price, is applied to the purchage: of 


stock in your company? Ae 20 Mey be, under eereenent, wien 


agreed to. It may be paid in cash, as in the case of eggs 
ene pouttry, Ju may be paid in cash in the event oF cancel- 


fal 


Leulonm OF sy art 


Hy 
fe 
to 
fe 
ay) 
ae 
> 
2) 
i) 
ey 

ae) 
3 
1) 
) 
1) 
ate 


in & yoar, 


Q,. -But your practice in the past few years, as I under- 


ue 


stand 1%, has been te use that difference in having the affil- 


16Ged company buy stock in your company, That is where the 
money has been going; and you call that a patronage dividend 
1o the aifiliated company, and you have been deducting all 
those patronage dividends as operating expenses when making 
your returns to the government ? A, That 1s correc, 

@. And to sole extent, In any svent, the emount of 
yatronage dividends which you have paid has been in the dis- 
CYet.on. Or. the direcsors? As iL would say only on werard 
to the practicability of paying a given amount. By that I 
mean that the board of directors have always felt obligated 
fo do it. The Act’ says they must distribute it; but there 
ave certain practical difficultiss in distributing, shall i 


say, for instance a patronage refund of four cents a head on 


cattle, It is impracticable to do it; 4t cannot be done, 
Q@. We are not talking about cattle! we are talking 
about other things. In distributing these patronage divi- 


aia sales to alt ioccala? 
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You get orders, we will say, to buy machinery, from 100 
different locals. In keeping your books, do you keep those 
separate? What I am getting at is this. Do you pay a dif- 
ferent rate of patronage dividends to different locals, or do 
they all get a flat, rate? A, We pay the same rate of divi- 
dend on the same class or kind of goods to all locals or 
nenoers, 

2. You must have a hundred different kinds of goods, 
You do not mean to say -- ? A, We may pay them-on -- 
Qo. You do not mean to say that you keep your. books so 
thet you- know the profit. or Llosa on 100 different kinds of 


aruleles? i, “Oh, no we pool the farn supplies spread iy 


Pel mloes Teed, need, Toru tlizer and sor lonm, Then we make 


another pool for cream,, and another one for eggs, 


1 


Q. i know that, but a great part of your business is 
the purchase of farm machinery? A, No, we do not purchase 
preat amounts of it, 

@, You do mot handle a lot of farm machinery? re fave 


Q@. You have a separate pool for each separate depart- 
tent, then; is that it? I am just asking you. how you keep 
your books, and how you arrive at the patronage dividends in 
respect to each department of your business. Ne eur are ye 
at the oarnings by departments, and you pool them in respect 
to all farm supplies for purposes of payment to your affil- 
jates under an affiliation agreement. 


2, oO that all farm supplies are Lumped together, and 


ot. aa = 
a : it < F ata 


fe i. wna A al 


a 7 a 
oan Aree ) rr ge i 


: = 


. as Tg 7 - ro - : , 
- ¢ a hy fig ited Pe Z * ; 
1 
‘ ; 7 
i mY a « 
= hel x se > —* SS a? 
‘ Db Abe ‘= 
3 + tt =’, eel 
‘ 
" ie 
: ce “F ¢ oe Pe 
: ; v : a; v 
/ 4 * 
6 
‘ 
. 
= sd 
: 
‘ 
' 
' 
’ 
' 
‘ 
% 
‘ 
t : P 
.? 
. 4 = i 
ry Ey a6 
ar ” . 
BL re Md Akg 6 ae ) C ‘ 
as ? ps Al ' . a 1 
Sin Bias , a 4 


vi) ~5166- Mr, Scott 


you Strike a2 rate? AG Vea 

@. And you pay that flat-rate to the different affil- 
iates? My The se Pients 

Q@. That is based on the volume of business from each 
one; but actually you do not know how much you made’ on bus- 
Poss recelivyou from each affiliate?) A, It would be & very 
Super sone 70D GO GO ity 1G would’ be physically very diriicult, 

Q. What was the nature of the income on which you cal- 
palaved your income tax? A. income tax 18 based on -- 

Q. Where did you earn the money on which you paid income 
peak? A, WUhat.ite a wery difficult question to -anser, becandce 
Zt varies from department ty department, with varying years. 
Qs Could we puG it this way, that at the end of Une year 
you got out a profit and loss statement, the same as any com- 

pany does? Ay X@S. 


Q. In which you have all your overhead and operating 


expenses, The only difference would be that you charge, as 


a deductible expense, the patronage dividends which yau have 


dis 


saved, That is the only difference between your profit and 
loss statement and that of an ordinary company? Ay That is 


Ae ota 
ee UN, 


Q. Do you know whether the local or affiliate associations 
Hay income tax? A, Some of them do. Some of them are ex- 
empt, I believe. 

Q You are not familiar with the details of their oper- 
aeons? = Ab. To could not. be, with 200 of thom, 


Q. Sc that you centralize quite a large business in 


Toronto? A. A wholesale business must be centralized, of 


; De A dearee business comtralized in Torentejsand your 


annual turnover is about $20,000,000? Bye VEN ae Or ron cy 


Nd 
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tO get mors members? re LCs 


olders in our 


Be “Coming lias they organ 


and we do some advertising in 


Q. Did you have an advert 


many of the country newspapers 


"Co-Ops Bring Money into the Lo 
ment goes on: 
"Bona fide purchasing 


corporation income tax on 


in patronage dividends, 


five.of the merchants on 


and partnerships do not 


You have seen that? Ae 


@. You dO not know about 


enous tt. 


O, Tar io4s 


company. 


an aris lete sand a ssherehok 


respect 


co-operatives 
the money 
ie) thew are 


Main Street. 


,Ou changed your capital 


Mie 


We doinct do advert 


Affiliates; Loc 
ize they almost 
patr 


eream 


: 
PO} 


isement in the March 
in Ontario which was 


cal Community." ‘The 


are not li 
they pay TO che 


Independent 


No, I have not seen 


that? Aes 


like four 


Paeteyer eben 


one advertising in the country in order 


iene Ge 


al eroups, 
invariably be- 


der “invthe central wholesale; 


ons, 
issue of 


headed, 


idvertise 


able for 
a 


Mole one 


merchants 


pay corporation income tax." 


I know nothing 


so that 


on the 


at in the ordinary 


expense, 


a eee 
vO .you, 


if you apply those 


the obligation to shareholders was to pay interest 
paid-up capital, and I presume you know 

profit and loss statement interest is a deductible 
Assuming that to be the case, I am just putting this 
that instead of having an obligation to pay dividends to 
shareholders, which come out of earnings, 


earnings in the payment of 


as an expen 


come tax? A. We do nec 


Q. That was not done for 
Q. Never thought of that? 
Qe idust thought 1% was 


interest, w 


se, you thereby save that 


bett 


hich can be 


attempt to. 


that purpose? Ae 


A. Never thought 


2 


er business 


| 


classified 


much liability for in- 


Noval. 


Simcha ty. 


to have a fixed 


members 
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rate of interest than to pay them profits? en giOe, “le 
real explanation te that Part XT of the Ontario Companies 
Act allows a rate of interest not exceeding eight per cenit, 
aq Coes Ol make provision for dividends; so to conform with 
Part XII, we used the terminology “interest, 

Q. You wanted to come under Part XII? Ay We Gid, 

Q@. And you did come under it? A. Yes, 
Q@. And thereby effected a saving in income tax, 
mnconsciously, of course? Ae Noy 

BY MR. FRANCIS: 
I, Jin regard to the questions asked by my learned 


Priond Mr, Fillmore, he suggested that you wanted to come 


@ That 18 the co~operative section of the Act@ A, Yes. 

Qe And so far as you know co-operative statutes through- 
out Canada always refer to interest? 

MR, PARKER; How can this witness answer Such a question? 


BY MR, FRANCIS: 


Q. Are you familiar with the Ontario Companies Act? 
INA | ASHSes 


Wf 


QO, “And-ity Wwles the word) “interest”? ig al hese, 


Q. We have heard a great deal about the legislative 
pvstory of your company this morning. You were president of 
the company for a number of years, Will you sum up for the 
Commission in a word what your members, through your company, 
have been striving for in asking for changes in legislation? 
Gan you do that? A, 2 would say that for the Jest iif tecn 
years, by action, by practice and by by-law, we have been 
attempting to move as closely as possible to the recognized 
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co-operative structure, and it is changing progressively in 
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this country, at least in the minds of the people; and they 
move in that direction, In 1943 we applied for the private 
bill because in 1942 there was an amendment to the Ontario 
Companies Act, Part XII, which for the first time permitted 
us to distribute patronage dividends on different kinds and 
Glasses of goods, Prior to that the Act legally only per- 
mitted the paying of a patronage dividend on the over-all 
busine ss; one Gividend in relation to the volume of goods 
Sent in/by shareholders, As soon as we were able to get dif- 
ferent kinds and classes of goods, Shon we had all the ad- 
vantages we desired and came under Part XII of the Companies 
ACT. 

Q@. Then you desired in certain cases to pay what I 
think you called earlier commodity dividends? he Mes. Bit. 

a thet 1s, you try to approximate ag nearly as possibile 
carrying on at cost? ie ea, 

Q@, At the time your company was organized in 1914, was 
there any suitable co-operative legislation in existence in 
Ontario? A, There was no legislation except the ordinary 
Companies Act; no co-operative legislation whatever, 

Oo. oulming up your previous evidence, is Lt Tair to say 
that the aim of your patrons, that is your patron associations, 
if I may call them that, is to gain control of your company 
aa rapidly as possible? Dh Opa Ds vient. 

OO. Theat 22°the sim of the users of your companys mo aim 
Control ef it’ on a co-operative basis? A, Thetis Pieny, 

QO, 2s that @ faiy statement? A, That (se Pieni, 

Qmw«And fT take 15 that with the $182,579 that your con- 
pany has already paid in income tax, this has been paid be- 


cause you have not conformed entirely to co-operative prin- 


Ciples because of that legislation; is that correct? A, That 
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ue cCOrrocts that isin the lest ten years that amount was 


Mk. PARKERS 2 think 16 1s very questionable whether 
the witness can answer that. How does he know? 
BY MR, FRANCIS: 


O. Then Lsdraw attention te the fact that, according 


(a7 
Q 
ea 


Ge your evidence, your company has paid in income 
$182 , 379? Ay Thatois correct, | 

MR, FILLMORE: I should like to ask one more question, 
my lord; just a short one... That chicken-cleaning machines; 
does that take the feathers off chickens? Will it work on 
ducks? Will it take the feathers off ducks? I should like 
to know whether it will work on ducks, and how much it costs. 
Tt is the first time I ever heard of anything that would take 
the feathers off a fowl, and if it will work on ducks I 
should like to know, 

BY MR, PARKER; 


Q@. There is just one other question I should like to 


BS 
n 
05 
Ww 
3} 
Os 


aon yous, You spoke about the aim the strivings of these 
20,000 members to do this and that. Do you not think it 
would be more correct to say it is the strivings and the aims 
of the directors and the management of the company to do all 
these things, rather than of the 20,000 members? Do you not 
think that would be a little more appropriate way to say it? 
A. I should like to answer that in this way. 
Q@. Just put the emphasis in the right place, that is 


all; A. “I am trying to do that in fairness to everybody. 


>) 
®, I thought my learned friend put it a Jitule too 


strongly. a» It is quite cbvidus! that, with 20,000 (share- 
holders thirty years ago, you will lose track of them; but 


with the local affiliated groups representing some hundreds 


fe 


EEE 


os 
, 
, 
r 
. 
* 
' £-, 
. A 
“ 
: 
? = "4 
* 4 ons oe 
< 
"s ad’ ad ie 
. re De 


8 -5i7 14 Mr, Scott 


of members, and in turn being members of the central, and 
being in substantial majority at the annual meeting, they do 
initiate and originate certainly more than individuals ever 
Pa G Dec Ore. 
BY THE CHAIRMAN: 
Q.. the. answer is that leadership is required in any 
undertaking; is that not right? Big (eu, Ouies 
BY MR, VAUGHAN: 
oO. or ., Cort, you own the Co-operatives Universal 
Milker plant at Peterborough? fe Oe yp nals 
Qe Supposing a member wants to buy one of these milkers, 
From what you say, you would charge him to start with the 
Peeular retail price. Is there any way by which he cazid 
know what the net cost 1s going to be, or is that going to 
. 
depend upon a lot of other purchases? A, We will,sell the 
focal co-operative in his district the milking machine, and 
Eiey in turn will retail it. to him. We are moving a8 rapidly 
as we possibly can to only wholesaling milking machines as a 
company. We would complete it very soon except for what you 
will appreciate, that there were quotas set in 1941, and we 
are compelled to observe those quotas, some of which are to 
private dealers and perhaps to local people, That applies 
in YPespeoct to milking machines, in respect to e¢oal, in re- 
spect to fertilizer and in respect to a number of things. 
@. Can the purchaser of that milker be told what it will 
cost him net when he wants to place an order? Ree NOs 
GQ, He does nol know? A. No. 
@. That devends ugon his total purchases of various 
ePuiclés-during the year? Rao inet. tse eh. 
BY MR. PARKER: 


@. 1 am sorry to rise again, but there is just one 
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ooint I overlooked, This company is a member or is connected 
in some way with the National Co-operative, Incorporated, an 
international unit in the United Ditled,, Laeate not? A. Ye ihat 
aS Paenty 

QO, wUnPother words you, in. burn; avons member of a big 
international co-operative? A, Thee ia correct, 

Qe. And do you attend as a member, through your proper 
representatives, at the meetings of whatever constitute the 
members of this international association? &. That as 
Cervenn, 

Q.- And take part in their deliberations on policy and 
moet siort of thing? i. (Leal aa 

Q@. i notice in your balance sheet as of September 30, 
19044, among the assets, an advance to the National Co-operative 
Incorporated, of $4,440, What is that for? A. The $4,440 
I believe represented $4,000 in American exchange. I5 was ad- 
vanced tq National Co-operative from ourselves as a member, 
and from the other member wholesales who constitute National 
tO permit them to purchase the Universal Milker Supply Company 
of Waukesha, Wisconsin. It has been partly repaid, and is 
Simply a Loan an the process of being repaid, 

QO. But iis an outstanding loam Go this tulernauionue) 
organization of $4,440? A, Yes, of that date. 

@, And. I sée an item covering an investment in the 
National Lumbering Association, Limited; 187 shares, Is that 
a Canadian company? As (e835 

QO, Yet 2b in turn ts 4tso a momber of the Waticonal Co- 
operative? A, The Lumbering Association is a corporation 
in British Columbia, incorporated by the members of National 
Co-operatives, 


@. Ib 2S ae subsidiary, so’ to speak, and entirely 
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controjiled by the National Co-operatives? By Yess, Li ats 
a subsidiary, 

Q@, And your Ontaric company is the holder of 187 shares 
in that National Lumbering Association? he (het Ja corres’, 

Q-« Ihy? How does it work out to the advantage of your 
farmers to have an investment of $18,700 in a Lumber company? 
A. Shingles are an important factor in farm supplies. We 
pind 2G very difficult to. get shingles, and the physical assets 
represented by the National Lumbering Association are the 
physical assets that were owned by the people from whom we 
bave bought shingles there for twenty years, Gradually the 
American co-operatives and ourselves acquired the ownership. 

Qs The only point in my raising it is to show that this 
eompany of yours has very wide ramifications in the business 
world of this country? Ai sty) SSRs: 

Q. And extends over into the United States, in the 
Perle Lonel tao 1d 2 Ay Thatyd Ss Acor rest. 

Q. Have you any similar connection with the Scottish or 
English wholesalers? A, No structured connection & 
friendly association. 

Qe Do you do business with them? Hee eNO 

Q@. Have you sought alliances with the Scottish or 
English, in the same way? A, A small business, yes, 

Q@. What type of business do you do? A. We have 
bought considerable quantities of tea from the British co- 
operative wholesale, 

Q. You get better prices from them, I Suppose, or you 
would not be buying? *, [ do not know. Perhags ais 
petter tea, 

MR, FILLMORE: Paeu J we the Ontario Companies Act, 


Section 141, provides that -- "division, as the by-laws may 
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provide, of the remaining surplus, provided that on crediting 
such distributed amounts, the payment of the amounts so credited 
may be deferred by the directors and the money re stained or 
used for the purposes of the corporation,” 

THE CHAIRMAN: That concludes this case, does it, 
pic. Parker? 

MR. PARKER: Yes, Mr, Chairman. You will recall that we 


tentatively arranged to have the fruit companies yester- 


Oo, 


ha 
day, but for the convenience of counsel it was put over, We 
also intimated that if at all possible we would take up the 
Canadian Chamber of Commerce this afternoon, JI do not know 
whether their representative 8 present, bul what 2 Geaain 
Mind, if it is satisfactory, is that we might proceed with 
one of the fruit companies which was to be ready this morning, 
and I anticipate the examination will not be very @6xtensive,. 
Perhaps we can finish that before we take on the Chamber or 
commence later this afternoon, in order to wiiline Cure pine 


to the best advantage, 


My, Mii ee: sie) Chad rinan ane gentlemen, I am appearing 
da pene ly, of cine Associated Grovyers Of british, Colunpsa, 
Mr. Kinnard, who is the secretary-treasurer of the company, 
will read the brief and give evidence, but pefore he goes 
tito the box I might point out that the Associated Growers 
of British Columbia Handle fruit and vegetables, They are a 
co-operative selling agency. They sell fVULa mor ssomes 21 
local co-operatives, and some independent people, some indi- 
viduals, Mr, Kinnard is going to give you the set-up of 
Agsociated Growers and of one of the local associations, 1lt 


is all in this brief, and I think this may make it easier 


ta” weve ; ‘ 
se= . a: Hino. Vi. ae Ae Be, Se Shige ay ah, a 
on iro Vini( OS. oh') ’ ‘ : : ¢ 


7 é a4 w= Lab a 4 
* 
a : i] me oe | = 
Sid ’ 
7 a , g 7s 
- 
* 
e =! i 
4 7 re, 
dale - a ; iy 


Mew & Sm 00h 000 ial arte 
ae tag ate 


- hue i + PY 


1 ain 9 « 7 ie ‘ Sn , ean re, RE a he «ll ORT. oe - aR) : 
- mes > 
» 4 


fs ee J. Some. 04 le aeRe Ons! Fa 73 ee h 
‘ 
sew. “VOR iG et") Aeieh ast ore wi St ee eS ey ee 
. u me. i =i Fe S* 
om) i ) . fa rt - ty TP A? yr ‘ va . rn a rr Sry 
7 oe ke iy sf ik a 35 he i 
MP inG 8s = : eG - = 7] 
a oe ae ’ aint ells ie ey. = ws Cs i => 


se 


ees OOP Ae RT? aay. ee eee Andngts OFT TER ag 


=« 


a Oe Me oily HEN ey “sap nti ES Dae de Aghia hwy ae 
j Pann, Ges 9) do ¥" i" SLO Ee) was yn aa See dave ab. 
ee iy 4 og ee La OE ge ME RET 
HORT Ts Recht ty ie ete an ie en ea 

os 


‘ea: 


OS rear ae eat Rd if fy ie Lh Sees ae bus Die SSM NEY PAS 


~* S i 


. ee a 


Wy 
nw) 


o 
pe Seat Cie 
By Se 


you to follow him, if you know this before he commences 


SeaGine. 


KENNETH W. KINNAIRD, 


‘ necretary-Treasurer, 
Associated Growers of 
British Columbia, 
having pesn duly, sworn 
testified as follows: 


nt ee 


BY MR, MILLIKEN: 


nn a ee 


Q. Mr, Kinnaird. the Associated Growers of British 
Coluinmbia were incorporated in 1923? Be SOS, 
Q. And you have been secretary-treasurer ever since the 
incorporation of the company? Be oD Paves 
Q@. And you prepared this brief that you are now going 
eo read? Re ee 
@. Did any of the directors of the company see it? 
Ae ‘Yas, they have all seen it 


° 
Q. And have they approved of it? A, They have approved 
Of \A.5.. yes. 
Q@. Did any of the local associations which are members 
of the Associated Growers also see it? A. A copy was Sub- 
mitted to ali our local associations. 
Q. Have you heard from them all in regard to it? 
We yeNO;<t wouldwmot say IT have heard from them all. it fas 
been receivec and accepted by them ali. 
Q. You say it has been received and accepted? A, Yes. 
Q. How do you know it has been accepted? 
PY THE CHAIRMAN: 
Q. No objections, I suppose? Ke ~ An S0Ue. Ca see oy no 
objections, and in. others, approved, 
BY MR, MILLIKEN: 


@, Would you mind reading the brief LOL Wer) Me ae 


breier ws as follows: 
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"This submission is presented by and on behalf of the 
Associated Growers of British Columbia Limited and twenty- 
one affiliated fruit and vegetable packing and shipping 
houses, AS a matter of convenience, these affiliated assoc- 


lations are termed "Locals," The names and locations are as 


follows: 

ine Vernon Fruit Union, Vernon 
Kelowna Growers! Exchange, Kelowna 
Westbank Co-operative Growers! Association, Westbank 


Summerland Co-operative Growers! Association, Summerland 


Naranata Co-operative Growers! Exchange, Naramata 
Penticton Co-operative Growers, Penticton 
Kaleden Co-operative Growers! Association, Kaleden 
Oliver Co-operative Growers! Exchange, Oliver 
Osoyoos Co-operative Fruit & Vegetable 

Growers, Osoyoos 
Keremeos Growers! Co-operative Association, Keremeos 
Burton Co-operative Growers! Exchange, Burton 
Crawford Bay & District Co-op, Association, Crawford Bay 
Fauquier Co-operative Union, Fauquier 
Harrop CO-Operative Packers!’ Union, Harrop 
Kasilo Co-operative Union, Kaslo 
Nakusp Growers! Co-operative Union, Nakusp 
Queens Bay Co-operative Association, Queens Bay 
Renata Co-operative Union, Renata 
Robson Co-operative Exchange, Robson 
Sunshine Bay Co-operative ee cine Raisels»», Jelson 
Willow Point Fruit Growers' Association, Relisbege Nolaon 


"The Associated Growers of British Columbia Limited came 
invo being early in 1925, the Certificate of Incorporation 


being dated the Sth day of March in that year, The company 
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was incorporated as 'Co-operative Growers of British Columbia 
Limited,’ under the Companies Act of British Columbia, but, 
Oh the 20th day of June, 1923, the naite was changed to 
fassociated Growers of British Columbia Limited.! It was 
intended that the operations of the organization should be 
entirely on a co-operative basis but, at the time of inaugur- 
ation, it was deemed advisable to incorporate under the Com- 
panies Act rather than the Co-operative Associations Act, 

our advisers holding that it would be more practical to carry 
Out the scope of operations intended if incorporated in this 


way." 


Q. You have a copy of the memorandum which you are pre- 
pared to file, have you? Ae Yee. IT Raves 

Q. This exhibit is a copy of that memorandum? A, Yes. 

"After this introduction, we think it would be advisable 
to turn-back and give a brief history of co-operative effort 
in the Okanagan Valley of British Columbia during the years 
previous tO the Associaved Growers coming into peine. 

"Co-operation in the fruit industry in British Columbia 
has-existed in some-.form more or less Since the first fruis 


was produced in the province, An organization known as the 
Okanagan Pruit Union Limited was established in November, 
1908, Business was commenced in the spring of 1909, The 
head office was in Vernon, with packing houses at that point 
and in Summerland, Peachland, West Summerland and Penticton, 
The principle of co-operative operation was enunciated in the 
following paragraphs contained in the prospectus; 


"IWith a strong united body of producers, working under 


one management and having a full knowledge of the amount of 


fruit they can place advantageously in a fresh state each 


NOT 
(<4 
St 
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season and also of the amount they will have to dispose of, 
and with the power of placing all the supplies on the market, 
either in a fresh state or manufactured, it appears to the 
directers that they would be in the best possible position 

Mo eek Une UlunoOst value for their produce... The directors of 
tne Union thererorée propose that the producers themselves as 
a body, not individually, take the risk of the markets by 
disposing of their fruit through the Union and see that their 
erests are properly looked after by appointing represen- 
tavive wen from every centre to the Board,! 

"tAs regards the cost of running the business, it is 
proposed that the charges for packing, etc., should, as al- 
Ready stated, be set at a figure to merely cover cost and 
that commission at the rate of 10 per cent should be charged 


on all commission sales, which charge, it is thought, should 


c 

cover the cost of running the Union in the first few years, 
but, until experience has been gained and the turn-over 
paused, 2c is not possible to fix 4&4 rate with certainty to 
Seraculy, Cover cost, ~ To Avoid any possibile hardship, there 
fore, it has been décided that, should it be found that, 
after paying all expenses, including a dividend of 6 per 
eent, and laying aside reasonable sume to reserve, a suf- 
ficient sum still remains from revenue from commission sales 
to make it feasible, such sums should be returned to the 
growers in exact proportion to the values of the shipment 
made by such growers. By this arrangement, growers should 
be assured of getting their fruit handled, packed and marketed 
to the best possible advantage and at the lowest possible 
COst se! 


"This organization operated for four years, but returns 


to the producer during that period were disappointing, the 
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Union apparently did not have sufficient tonnage to carry 

on in a reasonably economic way, so finally decided to go 

Leo Louies tion dn the spring of 1913, AS en’ indication of 
the conditions prevailing at the time, we quote from an article 
written by the late Thomas Dowell, a director of Okanagan 
United Growers Limited: 

‘XAG the opening of the yoar 1912 conditions of the 
fruit growing industry in the Okanagan Valley were such that 
close observers viewed with alarm the probable results of the 
immediate future. Hard work, small returns, cembined with the 
fact that growers were at the mercy of the shipper who, in 
Hany instances, would only take what fruit he had orders for, 
and then at a "take or leave" price, were the chief items 
confronting the grower. Hitherto no concerted effort worth 
mentioning had been made to place the fruit produce ‘of the 
Valley On the market. Prospects wore gloomy everywhere, It 
was evident something had to be done to avoid disaster, 

More especially was this state of affairs applicable to the 
small grower, With the man who produced on a large scale, 
ie Was) Cir Terent .» He was in ea more independent pos 20 ion, 
being able .to some extent to find his. own market. Even here 
his opportunities were very limited. Growers who joined 


Forces, Tor (selling purposes found difficulty im keeping their 


> 


‘ 


heads above water, Along these lines the Okanagan Fruit 


Union, with headquarters at Vernon, probably accomplished the 


"Tt is evident that competition amongst those then 
interested in the shipping of fruit was creating a serious 
Situation and in the spring of 1913, when the Okanagan Fruit 

Union Limited discontinued operations, a number of the larger 


growers of the district got together with the idea of 
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establishing local co-operative units throughout the district, 
with sales to be nandlec through one organization, It was 
felt that there was imperative necessity of earnestly trying 
tO eliminate local competition at the selling end of the 

fruit business, as well as to unite growers through one organ- 
ization, so that mixed cars of*produce wight be supplied as 
required by the trade, 

"One of the main difficulties was that of finance, The 
growers generally were not at the time in a position to fin- 
ance their own organizations, so that it was decided to seek 
outside assistance, The provincial government was approached 
and they finally consented to make a survey of the whole sit- 
uation. Meetings were held throughout the territory, when 
the principle of co-operation in marketing was stressed. De- 
cision was reached at every point to form a local unit of the 
proposed co-operative organization. The government, in order 
to meet the situation, amended the Agricultural Associations 
Act, so as to enable the new organizations to function prop- 
erly thereunder, and they agreed to advance to those organiz- 
ations up to 80 per cent of the subscribed capital payable 
within 20 years, with interest at 4 per cent per annum, 

"With the formation of these local associations, the 
Okanagan United Growers Limited came into being as the central 
selling agency. The first meeting of the board of directors 
of that organization was held on May 2end, 1913. While it 
was incorporated under the Companies Act, it was a co-oper- 
ative, non-stock, non-profit, central selling agency. The 
capital consisted of 26.shares of $1,090 each, issued to the 
locals for voting purposes, The working capital of the 
organization was acquired by deducting from the grower's re- 


turns 2 per cent of the selling price, for, which he was 
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issued bearer bonds or notes carrying interest at 5 per cent 
per annum, Pepayable in five years, The cost of operation 
was covered by &@ per package charge. .The local associations 


affiliated in 1913 were as follows: 


Kelowna Growers! Exchange, Keoowna, By 0. 
Penticton Fruit Growers Union, Penticton, B.C. 
rPeathiand Froit Growers Union; Peachland, B.C, 
Enderby Growers Association, Enderby, B.C. 
Summerland Fruit Union, Summerland, B.C. 
Armstrong Growers Association, Armstrong, BsC. 
Vernon Fruit Union, Vernon, BCs 
Salmon Arm Farmers! Exchange, palmon Arm, B,C. 


"Later on, the Grand Forks Co-operative Exchange and 
Walhachin Co-operative Association joined the group, 

"The objects were to stabilize the market by having 
Gontrol of a large percentage of the crop in the organization, 
tO Obtain standardization of the pack and secure wider dis- 
tribution of the fruit, and to perform all such functions, which 
are characteristic of co-operative institutions in their work 
ef Pondering mutual aid to 1ts members, 

"Sales for the year 1913 amounted: to $440,202,35.). by 
1619, sales tad reached a figure of $2,050,479.21,.. It should 
be emphasized that all of the local associations were self- 
governing and in turn controlled the marketing organization, 
each unit holding one share in that company, and the directors 
being named by the local organizations or the growers thereof. 

"This organization carried on with varying success from 
1913 to 1922. Conditions were such, however,that many dif- 
frculiies arose, A great many private organizations were 
operating throughout the territory, competitive practice and 


economic conditions had a very detrimental effect on the 
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ccived by them instead of credits, This naturally caused 
unrest and dissatisfaction with the methods in vogue at the 
ime, This dissatisfaction centralized more on the marketing 
unit, the Okanagan United Growers Limited, than on the local 
associations, 

"In consequence, a movement became general amongst the 
growers to endeavour to improve the situation, particularly 
along the lines of esliminating disastrous competitive methods 
and increasing the support of the co-operative associations. 

A general conference was held on Decenber 6th, 1922, growers 
Prom all districts attending, and from that conference a con- 
mittee was instituted, charged with the duty of re-organizing 
the whole operation, This committee carried on until the 
ppcoing) of 1923 and succeeded in bringing into the co-operative 
operation 85 per cent of the tonnage of tree fruits grown in 
the wrovince. The local associations previously affiliated 
wlth the Okanagan United Growers Limited, remained in operation, 
new associations were formed at other points in the Okanagan 
and in the Kootenays and Arrow Lakes districts, and the Co- 
Operative Growers of British Columbia Limited, later the 
Associated Growers of British Columbia Limited, was brought 
IneG peilng. 

"It was decided that it would be necessary to replace 
the Okanagan United Growers Limited by a new marketing organ- 
ization, in view of the prejudices which had arisen against 
the previous organization, At the same time, arrangements 
were made to take over the operations of practically all the 
privately owned fruit shipping houses in the district, A 
holding company, subsidiary to the Associated Growers of 


British Columbia Limited, was formed, the duties of that 
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company being to assume title to all the properties acquired 


rrom the independent operators, and gradually arrange for the 


(a's) 


sSimilation of those properties amongst the co-operative 


ies) 


issociations, or dispose of and divert same to other activities. 
ASSOCIATED GROWERS OF BRITISH COLUMBIA LIMITED 
"The objects for which the company was incorporated were 

broad in their scope, It was félt that this should be, in 
view of the magnitude of the anticipated undertaking. The 
fruit production of the territory was developing to such an 
extent that it was deemed advisable and necessary that we should 
go into all the markets of the world in order to dispose of our 
fruit on a profitable basis, Briefly, the objects of the com- 
pany are outlined in the following paragraph taken from the 
Memorandum of Association: 

"t(a) To promote by all lawful means the sale of fruit and 
vegetables, and all agricultural and horticultural products, 
and for that purpose to enter into agreements or other recip- 


Pocal arrangements with all persons, associations, firms. oF 


corporations growing, producing, handling or concerned in the 
erowing, procucing or handling of agricultural and hnorticuol— 
oral products, for the disposition and sale of same, with a 
minimum of expense, directly where possible, to all whole-. 
salers, retailers and consumers thereof to the end and purport 
that the farners, fruit-growe and producers may obtain ready 
markets with a maximum of returns, ! 

"In order to enphasize the co-operative nature of the 
organization and to ensure that, in the case of discontinuance 
of the Co-operative, any undistributed surpluses Should be re- 
funded to the producers of those surpluses, an amendment was 


made to the Memorandum of As iation, which reads as follows: 


"t(o) The income and property of the company shall be 
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applied solely towards the promotion of the objects of the 
company as set forth in this Memorandum of Association; and 
fo percilon thereor shall be paid or transferred, directly or 
indirectly, by way of dividend, bonus or otherwise howsoever 
by way of profit to the shareholders of the company: PROVIDED 
that nothing herein shall prevent the payment, in good faith, 
or Yomuneraticn to any director, officer, or servant of the 
company, or to any shareholder of the company, in return for 
any services actually rendered to the company: PROVIDED 
FURTHER that if upon the winding-up or dissolution of the com- 
pany there remains after satisfaction of all its debts and 
liabilities any property whatsoever, the same shall not be 
paid to or distributed among the shareholders of the company, 
Duc shall be, eivem vO or transferred to or distributed among 
the co-operative associations, companies, partnerships or 
persons for which the company at the time of its winding-up 
or dissolution shall be acting as sales agents in. proportion 
“sO the amount of selling charges collected by the company from 
each of said co-operative associations, companies, partner- 
Siaps Or persone, from the date of the incorporation of the 
company to the date of its winding-up or dissolution, BUT 
SUBJECT ALSO to the rights of any of said co-operative assoc- 
jations to participate in the distribution of.any reserve 
fund or funds established by the company under contracts with 
said co-operative associations in accordance with the terms 
Of Said contracts, ! 

"The nominal share capital was placed at $10,000, 
divided into 10,000 shares of $1.00 each. A board of directors 
controls the activities of the organization and this poard is 
elected by the growers of the different affiliated associations, 


each association or group of associations being represented on 
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the board, The original number of directors was placed 
a6 10," 

I might say that at the present time this number is 15, 
"Hach director holds one qualifying share in the company. The 
total paidtup share capital is, at the present time, $56.00. 

"A Tri-Party Marketing Agreement was entered into by the 
grower, the local and the marketing agency, This agreement 
fi1ciualiy was for a term Of five years; later,on the, Sxpir- 
ation of the five-year period, it was changed to the basis of 


a continuous agreement but could be cancelled by any of the 


=) 


a 


parties, by giving notice cf cancellation previous to 
March 3lst in any year. A copy of the original agreement 
and of the amended form is appended hereto, 

"This organization has been in continuous operation 
Punece Incorporation, or for a period of nearly 22 years, and 
with what might be termed varying success throughout those 
years, AS was previously mentioned, at the inception 85 per 
cent of the fruit grown was under contract, This picture 
gradually changed, however; private interests again came into 
being, dissatisfaction amongst individual growers arose and 
in consequence the percentage of the tonnage handled was 
finally reduced to from 45 per cent to 50 per cent of the 
whole. 

"Markets were developed throughout the world, so that 
during the years preceding the second Great War we were ex- 
porting apples to a great many countries, In the first year 
ef our operation, we shipped 3,132,182 packages of fruit, in 
addition to vegetables, with a total value of $3 279,609.69, 
and during that year exported to nine countries, Great Britain 


and the United States being the largest customers, Ten years 


later, we shipped the equivalent of 2,836,371 packages of 
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fruit, together with vegetables, and were exporting to nine- 
teen countries, During the season 1938, the last complete 

before the war, we Shipped a total of 3,095,638 packages of 
fruit, together with vegetables, and exported to twenty-one 
countries, Our total shipments during twenty-one completed 


years of operation, expressed in carloads, are as follows: 


Year - No.Cars Year-No,Cars Year-No.Cars Year-No.Cars 


1923, 4,2124 1928, “465 1933, 2,982 1938, 4,0494 
i ; 


O24 2,030 Ge Oy yeom LON oor ae 1939, 4,325 
LG25 1° 3,052 1930, 4,042 1935, 3,546 1940, 4,197 
1926, 4,639 19314 “S021 1956 ,°5,220 1O41, 3,805 
Oe) 5, 622 Posen soot 1OAT 25 OO8 1942, 4,455 


LOND ea 

"During the crop year 1944, we will handle approximately 
Py UC cars oacs. 

"Our total volume of business for the year ending 
March 31st, 1943, amounted to $4,837,357.80. It should be 
noted that this was a particularly small crop year, 

"In addition to the marketing of fruits and vegetables, 
we purchase collectively certain supplies for our local 
associations, such as packing materials and insecticides, 

We also look after other services, Such as group insurance 
over all buildings, equipment and stocks of affiliated locals. 

"Our total grower membership has varied throughout the 
years; at the present time, we have 1,573 contracted growers. 
These growers are, of course, all members of our local 
sasociations,* 


may. dl. mention that ali are 


=| 


i Should amend that,’ af 
meribers of our local associations, but there are a few ex- 
ceptions. In the Kootenay and Arrow lakes district there are 


2 number of growers scattered around where it is not possible 
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to form local associations, and in those cases we are handling 
unet fruit dipect for these growers, Possibly there would be 
approximately 50 growers involved in that. 


‘FINANCIAL 


ee rere cee meee 


° 


"The original marketing agreement entered into with all 
growers, empowered the co-operative to dispose of, to the best 
possible advantage, all fruits and vegetables produced by the 
grower, to-deduct from the proceeds thereof all expenses in 
connection with the sale of such produce and in addition the 
co-operative might deduct 1 per cent of the gross selling 
price as a commercial reserve to be used for any of the pur- 
poses or activities of the local and co-operative. The co- 
operative was empowered to pool the returns of fruits and 
vegetables and account to the growers on a uniform basis, 

"Deduction for the commercial roserve was made during 


In 


the first three years of operation, the total amount deducted 
ceing $89,747.47. Out of this, disbursements were made 
totalling $43,713.67, leaving a balance of $46,034.10. Pro- 
vision was made by the contract for the disposal of any 
balance of commercial reserve in the event of dissolution of 
the co-operative or withdrawal of any local from the group. 
The current balance standing in the commercial reserve is 
ear-marked for all locals in the proportion contributed. The 
main proportion of disbursements mentioned were made in con- 
nection with the disposal of the properties taken over by 
the Growers! Packing Houses Limited, the holding company set 
UD for that purpose. 

"We have marketed the produce of our growers, pooled the 
proceeds, as empowered to do, deducted therefrom the costs 
of operation and distributed the balance to the growers through 


sur loceads On e uniform basis, all locals being returned the 
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Same amount per box, or other unit, for like variety and grade. 

"Our operations have always been on a cost basis. The 
Ssslling or handling charge has been fixed at the commencement 
of the season and the difference between that charge and the 


c= 


cost of operation rebated on a pro rata basis to all growers 


7 


through our locals, with the exception of small amounts which 
move eC, from year to year, carried to surplus acoaount, 
This account totals, at the present time, $15,455.88. The 
prime object has at all times been to further the interests 
of its grower members by producing for those members the best 
results which it is possible to obtain, and with no thought 

of profits as an organization," 

I have a statement giving a breakdown of that $15,455.88, 
which I submit, 

"During the first three years of operation, we were called 
upon to pay a personal property tax to the provincial govern- 
ment, This amounted in all to $144.03. For our fiscal year 
eooane March 5s18t, 1927, we were assessed and called upon To 
pay to the Dominion Income Tax Department the sum of $76.53, 
and, in the next year, $122.57. This total amount, however, 

Be aauor ret Unde. 
LOCAL ASSOCIATIONS 
"On the commencement cf operations in 1923, there were 
Ss affiliated associations, being as follows: 
Shuswap Lake Co-operative (Union) Growers 
Salmon Arm Farmers! Exchange 
Armstrong Co-operative Growers! Exchange 
The Vernon Fruit Union 
Winfield Co-operative Growers 


Kelowna Growers! Exchange 


Ay. 
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Westbank Co-operative Growers! Association 
Peachland Fruit Growers! Union 

Summerland Co-operative Growers! Association 
Naramata Co-operative Growers! Exchange 
Penticton Co-operative Growers 

Kaleden Co-operative Growers! Association 
Oliver Co-operative Growers! Exchange 
Grand Forks Co-operative Growers! Exchange 
Keremeos Growers! Co-operative Association 
Willow Point Fruit Growers! Association 
Bonnington Fruit Growers! Association 
Robson Co-operative Exchange 

Sunshine Bay Co-operative Association 

The Boswell Fruit Growers 

Fauquier Co-operative Union 

Needles Co-operative Growers! Union 
Crawford Bay & District Co-operative Association 
Harrop & District Co-operative Association 
Burton Co-onverative Growers! Exchange 
Nakusp Growers! Co-operative Union 

Carrols Co-operative erowatal Union 
Balfour Co-operative Association 


The Co-operative Fruit Growers Association 
or Wyondol, B.C. 


Creston Co-operative Fruit Exchange 
Appledale Co-operative Fruit Growers! Association 
Winlaw Farmers! Institute 
Kaslo Co-operative Union 
"Tn 1932, Queens Bay Co-operative Association was-added, 
and in 1934 Osoyoos Co-operative Fruit & Vegetable Growers 


came into being, 
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"It will be noted that, of these affiliated locals, 
Seven commenced operation in 1913 and continued on as locals 
of the new group, the others being instituted on re-organiz- 
ation, In the course of time, some names have been changed 
and, if addition, some locals have discontinued operating; 

a few others have severed their connection with the main 
Oo 1 tl eve SOU. 

"All locals are incorporated under the Agricultural 
Associations Act, or the amended Co-operative Associations 
Act of British Columbia, and, while their actual procedure 
of operation may be varied, in the main’ their aims and objects 
are identical, The prime function of a local association is 
tO receive, pack and ship its growers!’ produce and return to 
those growers as high remuneration for that produce as possible. 

"As has been mentioned previously, a number of these 
local associations were incorporated in L913 and were assisted 


in financing by loans made to them by the government of 


Belt shy GolLumbpaa. Those loans were all repaid. 


"Tt has never been the intention of any local. association 
to operate for what might be termed profit, but rather to 
Garry on their entire operations for the benefit of their 
grower members. Certain reserves have been set up by most 
local associations, Under the terms of the Co-operative 
Associations Act, it was necessary for a co-operative to set 
eeide 8 sum, being mot less than 10-per cent of the meu prorius, 
as a reserve fund, until that fund reached certain proportions 


as related to the share capital, in accordance with the con- 


Persons Specit ied, 


"Tt is recognized that receiving, packing, handling and 
shipping should be done at cost, In some cases, where pools 


are closed before the actual operational costs for the season 
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are determined, an estimated packing and handling charge will 
be assessed but this is subject to refund when the actual costs 
are determined, This refund or rebate is made to the grower, 
or the liability established in the records, in the fiscal 

year in which the handling charge is made. It should be men- 
tioned that, in some cases at least, comparatively small sur- 
pluses, after refunds have been made, have been carried to a 
Poser ve, 

"The financing of locals has been carried out by the 
growers themselves, There have been some variations in the 
method of operation but, in the main, deductions are made from 
the growers! returns and shares issued to those growers, There 
are departures from. thisprocedure, Such 26 the, Bssudme. or 
ponds, or other evidence of participation in the capital tunds 
OF the, local, vo. the. srowor,.instead of shares, Where shares 
ere i3sued, they are on a revolving basis, redeemable in, 
usually, three to five years. In some cases, interest has 
been paid on the amount Se pyeaeHiee by shares; in other in- 
Stancesd, not, The amount thus retained from the growers! 
returns is shown as an earning in the hands of those growers. 

"While the prime function of a local association is to 
recoive,. pack, ship and account for the produce of its growers, 
most of those associations are carrying on what might be termed 
incidental activities, but all distinctly related to the main 
object, such as the operation of cold storage plants, the 
Supplying of fertilizers and insecticides and, in some in- 
stances, other general supplies, and the operation of by- 
products plants. 

"Rather than relate the operations of each of our locals, 
we think the better method would be to illustrate by citing 


in greater detail the operating procedure of a representative 
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local, Such as the Penticton Co-operative Growers, 

"This local was incorporated on April 25th, 1913, under 
the then Agricultural Association Act of the Province of 
British Columbia, The share capital is divided into an un- 
limited number of shares of $1.00 each. 

"The purpose for which the association was created was 
to serve its grower members in the best possible manner in 
receiving, packing and shipping those growers! fruits and 
produce, Incidental and complementary thereto are the allied 
pervices, 1.¢., Une cold-storing of fruit,. the furnishing of 
supplies and materials, ete, 

"The business of the association is carried on under the 
Pareculon Of a beard of directors, elected by the growers an 
annual meeting. 

"No member who is a producer of agricultural products 
may vote at a meeting of the association, or be appointed a 
Girector, unless he has sold his main crop or produce of the 
year through the association, or has contracted so to do during 
Lae Ohsuing year, or has received the consent of the direerors 
oo Writine GO -dispose Of Such crop or produce otherwise: 

"Voting is on the basis of 'one-member, one vote,! 
Proxies are allowed for the election of directors. 

"On the commencement of operations in 1913, a loan was 
secured from the government of British Columbia, as mentioned 
elsewhere in this brief, That loan was repaid in accordance 
with the terms thereof. 

"Working capital is provided by a 5¢ per box deduction 
from growers! crop returms each year, Stock certificates are 
issued to the growers, representing this amount, and are on 
a revolving basis over a three-year period. 


"Up until 1940, no interest was paid on these capital 
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deductions, but at that time it was felt that it would more 
equalize the growers! contributions to the capital fund if 
interest were paid thereon and that system was inaugurated 


ny 


and interest at the rate of 5 per tent paid, .1t is considered 
that, while share certificates have been issued to the growers 
as evidence of their investment in their organization, the in- 


gainst the yearly 


es) 


terest paid thereon is a legitimate charge a 
operations and is so treated as an expense. 

"The total share capital at the end of their last fiscal 
poet, March 518i, 1944, was.$84,114.00. 

"This Local has a reserve amounting to $57,729.98. of 
this amount, $10,606.61 was provided in accordance with the 
conditions specified by the provincial government, referred 
tO @arlier in this brief. . The greater part of the reserve, 
$38,776.16, has been created by way of subsidies received 
from the dominion government on account of cold storage, and 
the balance made up of small surpluses from time to time, The 
total amount added to this reserve since the year 1931, cover- 
ing a period of thirteen years, is $943.10. 

"The Penticton Co-operative Growers carry out operations 
related to the main object for which they were organized, such 
es tho hauling of fruit for thelr growers, distripuuaon mc 
orchard supplies and the operation of a cold storage plant. 
The object of the association is to handle the products of its 
growers in the most economical manner and in the best interests 
of those growers. A packing and handling charge is set at 
the beginning of the season on an estimated basis, on such 
commodities as may be closed before the end of their fiscal 
year, Rebates are made to growers to reduce that packing 
and handling charge to the actual cost and, on later pool 


closings, the actual cost is charged when account sales are 
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issued. The total operations of the association are taken as 
9 whole, it being considered that such cperations are all re- 
jeted Go the main object =- that is, of handling the growers’ 
crop in the most economical way. 
Eee 

"We have endeavoured to outline in a simple way the general 
operations of our organization, embracing the local associa- 
Eione and Gur central, or co-ordinating, unit. 

We feel that we should stress the fact that the organ- 
ization was in no sense created with any idea of avoiding the 
payment of income tax, but purely for the purpose oF efeatineg 
for its grower members some degree of economic socurliy, 20 
an effort to enable those growers to operate with some measure 
of profit. It is true that some surpluses have been created, 
but we submit that these are all comparatively small, We 
pelieve that through co-operative effort, the farmer has a 
ereater opportunity of becoming self-sustaining and, in con- 
sequence, the necessity of looking for outside help.will be 
removed, Some measure of success has been attained. 

"wo feel confident that, through the assistance of our 
co-operative effort, many growers and producers have been, 
and more in the future will be, placed in a position that 
they will be paying income tax and thereby adding to the 
general income of the dominion. 

"Tt is possible that some of tho details of operation 
might have been carried out differently, Such ad ime 2osuinge 
sf a stock certificate as evidence of, the prower'ts interest 
in his business, and the payment of interest on same by way of 
jividend, Other methods could quite easily have been adopted, 
guch as the issuing of bonds or a simple certificate of in- 


yestment. We feel that, whatever evidence is given to the 
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grower, interest on the amount of his investment is a 
legitimate charge against operations. After all, it is 
Simply a matter of equalization, as the grower member pro- 
vides the interest, in his charges, which is paid to himself 
and the amount so paid becomes a part of that grower's income 
and “Ls “taxable vas such. 

"Tt has been suggested that a non-co-operative is under 
a handicap in view of the fact that a co-operative has tax- 
free earnings with which to develop its business. We feel 
that, in the case of a co-operative, even any undistributed 
Surplus can be considered as the property of the individuals 
who created that surplus, and sooner or later must be returned 
to them. In so far as our organization is concerned, however, 
undistributed surpluses might be considered as a minor phase, 
We will submit a statement recapitulating the standing of our 
Jocais' capital and reserve accounts for the informavion of 
the Commission. 

"Working capital and capital for the establishment of 
facilities, as we have previously outlined, is furnished in 
the main by way of grower investment and that investment is 
looked upon by the grower the same as if he had had to erect 
and equip packing house facilities, etc.,, on his own Yanch -- 
the only difference is that the growers have provided those 
facilities centrally rather than individually. 

"Any amount which may be held back from the grower 
member by way of capital deductions from the returns of his 
crop, must be considered as part of those returns and taxable 
in the hands of the gfower as such, 

"Finally we believe that the function of a co-operative 
i498 to endeavour to produce the best results obtainable for 


its members, that those results should accrue to its members 
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in proportion to crop or goods handled, that a co-operative 
Should have no earnings other than for its members and there- 
Pore sjnere should be noLhine which would oe taxable. an the 
hands of the association, 

"We trust that the information submitted will prove to 


be of, some value at least to the Conmissioni 


"Respectfully submitted," 


THE CHAIRMAN: I think this would be a good time to 


adjourn. 


---The Commission adjourned at 12.30 p.m. until 2.30 p.m. 
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Ottawa, Tuesday, April 10, 1945. 


The Gonmission resumed at 2.30 p.m. 
Examination of K. W. Kinaard, continued: 

MR. MILLIKEN: Mr. Ghairman and gentlemen: Partly due 
Go The Lacteecunsel For the Commission seems to pS surirer- 
ime £rom quite a cold. 7) vhousht 1 might help out by asking 
a number of questions to save him from doing so. It is 
not supposed to shorten his examination in any way but may 
Helv, ouG eS Little. 

BY MR. MILLIKEN: 

oO» | Mrs Kinnear, turning to page 7 .0f your Didier 7ou 
quote an amendment to your memorandum of association. 

Would you mind telling us what year that amendment was 
passed, or what year you obtained it? A. That was on 
December ba,. 1VS4. 

Q@. In 1954 you got that amendment? fia YOR 

Ge. Phes we the one dealing with tie iste bieorm oF 
Surplus in the event of your winding up? Ace Yes. 

Q- Turning vO page G) Min. Kinard, youl shew hérdoliai 
Shares Of capital issued out of 10,000 shares, Would vou 
mind telling us who has those 56 shares? A. One share 
e20n «1s Ineid by bite erfilzated Locals: 

Q.- How many affiliated locals have you now? 

A. Twenty-one. 

Ow “sesthere are twenty-one of theses shares, held by 
the twenty-one locals? A. Yes. Bach director has a gqual- 
ifying share. 

G. Gnas ds ififtescn more; 1 think you told “thencommis- 
Sion there were fifteen directors? As. That.is::correst. 

Q. Who holds the rest? &. Some of them are held 
by locals which have passed out of existence. wUnfortunate- 


ly. we have never been able to get the share back as yet. 
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\ ons Mr. Kinnard 
Somer Ol Miiiem@ nave. Deen transferred to myselr in. trust from 
locals which are not now operating. 

ae Wheb are: you supposed. bo do'with: then? .Do you vote 
on them? he 9 NOs 

OQ. What are you Supposed, to do with them? Ab SerROLd. 
them to be transferred to any new local. That would de 
Heciiy us ond. . purpose Porownen bhey:. could pe used, 

@. When you hold a meeting now of the Associated Grow- 
ers the only shareholders who have a right to be there and 
to vote are the fifteen directors and twenty-one local 
associations? gf.) That is oorreot. 

Q. But these other shareholders who have shares in 
their names could do so also? A. If they wished to oxer- 
ise Chat PLehu they could. There are very few of them, 


Uomo GhireS On" Lewis 


Q. Do any of them ever attend meetings? As: 2NO® 


{ 


Q@. On the same page you refer to a tri-party agreement 
entered into between the growers! local and the marketing 
association. If I understand it correctly you have 
attached to your brief two tri-party agreements? Be  VOSs 

Q®. The first one is Series A entitled "Membership 
Bereement, present members of existing Looe Ask A. Nes 

2. That was the original agreement entered into be- 
tween your association, your local associations and their 
members in 1923? k © het WS, CORTES b. 


Q@. IT believe that agreement was for a five year 


Q. wsnd-at the end of that five years you changed to 
the next agreement whieh is) also (ithe back of sy our 
brief and which is headed "Memorandum of Agreement"? 

Wh ad 


GSe 


®. It 18 Also a tri-party agreement? Bie VOSS 
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Q. Between the same three parties but it is a contin- 
uous agreement? Ant 4 Ves. 
THE CHALTRMAN: Is the agreement’ on the. second page of 


the printed sheet under Series 4 a part of the membership 


agreement? tt 18 headed “marketing aereement.* Is that 
a Separate agreement? 


MR. MULLIKEN: That is one decume 
Tri CHalTRMAN: . The three pages are one document. 
Mk. MILUTKEN: Yes. 
BY MR. MILLIKEN: 

0. 4m I right in that? That original agreement is 
ail one document? EL. Tt is alh one doctment.. the Tiret 
Pose iS entitled “membership agreement." The second page 
is sntitled “mearkebing agreement.” There was a membership 
aereement centered into followed by a marketing agreement. 
Oe 15 COntingeent on the. other. 
.« THE MSECONG. Bereement. Which was enbered, 2nhe ab the 
eng of the first five year term is a continuous agreement 
whieh contains a clause allowing any party to it to cancel 
it on certain notice? iw REG 1S COrrecs.. 

®. YOU are operating under that agreement now? 

&. Yes. 

Os. Li should like G0. ask yousone or two more questions 
about it. Have you anyone or any organization delivering 
fruit to your association today which has not signed one 
ef these agresments, either the first or the second one? 

i suppose they have all signed the second one? A. ery 
have all signed the second one. 

Oe Have, you anyone who is delivering to you who has 
Hot Siened one of these agreements? is. Not to my know- 


ledge. 


QO. Mr. Kinnard, there is 42 littule confusion about 
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this second agreement; at least, there is to me. You said 
to the Commission this morning that you had some individ- 
uals delivering fruit to you who were not members of locals 
because they were in scattered areas where there were no 
Locals? Ae Yes. 

Q- About how many? Ac Approximately’ Titty. 

QO Mave they Signed one of these agreements?. A. They 
have Signed an agreement which is substantially the same 
except that it is a two-party agreement. There is no pro- 
vision in the agreement for the party of the second part. 

Q@. There is no provision in the agreement for a local? 
pe hor & loca. 

Q. Is that another document or do you have them sign 
One Gr Lirese: A. [tis ‘another document. 

QO. You Have mot sot that with you? hi) a cave noe 
but the terms and conditions are the same with the excep- 
wLOnN tab the jocal, the party of the second pariy. aie 
omitted. 

Qe 08 In biau case thee furty tad iyvaicpalegdeal dir- 
ectly with you instead of through a local? A. <Approxim- 
aoely Lartys 

%» Have these fifty individuals got a share in any 
organization connected with you? A. Wo. 

O,. has te, they have neither gov 4. 6hare in a itocar 
nor have they got a share in your association? 

A. They have no share in a local because there is no 
1lotal With whom they can aifiliate. ‘Ihey have mo “shere 
in Our parent organization. 

On aWocr You Come to the distributing section you do 
not distribute patronage dividends,do you? It is really 


a final payment? A. “Lo isa Pinal paymgenos i anawe 


heard this térm “patronage dividend" used so much but we 
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do not consider it as a patronage dividend. 

Meee treat 1b as a final -payment? A. Yes; 

Q@. Do you pay these fifty individual members their pro- 
portionate share of the final payment? Ae \ YOSs 

Q@. Om page ten, Mr. Kinnard, you say that you deducted 
a commercial reserve of $89,747.47. can you tell the Com- 
mission in what years you deducted that? A. That was 
deducted in the years 1925, 1924 and 1925, the crop years 


192 5 ) 1924 and LBD ° 


Q. Uhatewas-all deducted under the first five your 


contract? Ae Yess 
oo Nominee has peen deducted “since for comiercia. 


Feserve? A. Nothing. 

Q@. Then on the same page you go on to show disburse- 
ments of $45,713.67 leaving a balance of $46,034.10. What 
do you mean by saying disbursements have been made? po 
you mean you have invested the money or you have lost it 
or you have paid it out for losses or what has happened to 
aris A. The Money was paid out. This commercial reserve 
was set up in accordance with the contract for any and all 
purposes of the company. Most of that disbursement was 
Modesin “the Liquidation of the Growers Packing Houses 
Limited. I mentioned Growers Packing Houses Limited in 
my brief. 

Oo. Mra Kinnerd, the fact of the matter 1s you Haye 
paid out that money and you no longer have anything to 
show for. it? i eestor 1 OO reCh s 

MR. MOULLIKEN: If the Commission are inverested in 
knowing the items for which that was paid out Mr. Kinnard 
has a statement with him showing how the money was paid. 

MR. PARKER: He says right here it was taken out 


apparently for losses in other companies. 
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Nin, MILL ILKEN: Yes. [.do not think it is. of any sig- 
nificance. 

THE CHATRMAN: I think that is enough. 

MR.MILLIKEN: May I suggest to you the section of the 
first term contract-which allows the deduction of that 
eommercial reserve is No, 4.(b). 2 am eivine you the 
werercnce in case you want to Look at. 30 a0 eny time. 7 
qo Mot think .10 is Of importance to consider it at the 
present time. 

BY MR. MILLIKEN: 

Q@ Turning to page eleven you say you have an undis- 
CLLoULed surplus, Or & Sum in a Surplus account, amounting 
to $15,455.88? 1 ee ole 

Q@. tJ. think you have a statement showing the amount 
that was put into that account in every year Since commenc-= 
Ine. your Operations? A... 1. nave, yes: 

Q.. £ think 1% might be.of interest to the commission 
It yOu Were. FO Lile,vheat statement. 

THE CHAIRMAN: You can append one to the brief, or is 
there one already? 

ME. MILLIKEN: There is not one already. Would the 
Commissioners like to have a copy of this? 

TH CHALRMAN: YeS; we can, put 1% right in the briet 
now. 

Statement of Surplus Account of Associated 
5 


AS 
Growers of British columbia Limited, 
Piled as Sxhibit NOs se 


Fee RE Rh he ee 


BY MR. MILLIKEN: 
GC. TMrTMieet O- pass. Litveel On VoOunrspriel .your eive on 
that page particulars Of One Of your Local associations, 
namely Penticton. J understand you have a sheet prepared 
showing the shares subscribed and paid for, investments 


and the surpluses of ten of your local associations of 
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which Penticton is one, and that these ten represent 98 per 
cent of the total business you get from cooperatives? 
Ae AvUL least 98 per cent; just over'98 per cent in the last 
Vea (Ot -ODeTatLon. 

MR. MILLIKEN: We thought 10 might be of interest if 
we Were TO Tile @ copy of that statement with the commiss- 
OR 

Statement showing shares, investments and 


surpluses of ten Local associations, filed 
as Uxhioit No. 5, 


BY MR. MILLIKEN: 

®. Taking the case of Penticton, which you will notice 
is about two-thirds of the way down the sheet, I find in 
looking at the figures in that statement and looking at 
page Tiftveen of the brief that the figures of the share 
capital do uot agree. On that sheet you show the share 
capital at $95,136.73 while in the centre of page fifteen 
of your brier you “refer to Wt as Belme 34,124. aka 
understand it the difference is monsys set aside for 
capital investment for 1944 which would not be invested 
in the stock until after the end of the fiscal yeare 
Ap Wine te. correct. 

9. That is, the difference is $11,022.73? A. Yes. 

Ow wthat meakeceupeall.of the ditierence: As, That 


makes up all of the difference. In compiling this state- 


s) 


due to the fact 


wy) 


\ 


Ment-1 pub in the figure of $95,156.75 
that was the total amount deducted at the time. Jn 
mentioning it in my brief I quoted the actual share cap- 
ital as shown on the last balance sheet. 

Oe Mir. oie e te same thing is true of Penticton 
when you go over to the last figure of $58,671.98 whiel 
ipastunie bOvaL reserve. You. Show im your briel what the 


teserve is $57,729.98. The difference there again is 


Ca 
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the reserve set up for the year ending March 31, 1944, which 
had not been included in the figures you had? Ae ess 

Q. Uthat you had im the briet: is that. correct? 

A. Phat 1s correct. It is shown in a separate item in the 
balance sheet. In making up this statement T included it 
in the total of the reserve so as to have all the figures 
complete. 

Q@- In addition to filing these statements, Mr. Kinn- 
ard, you have with you your directors! and auditors! report 
and balance sheet for the years ending March 31, 1938 to 
1944, which you are prepared to file with the Commission? 
Er ALG. 

Q@. That is for the associated organization? 

A. That is for the Associated Growers of British Columbia. 

MR. MILLIKEN: That is all; thank you, Mr. Kinnard. 


Directors' and Auditors! report and Balance 
Sheet, 1958 to 1944, filed as Exhibit No. 4 


BY MR. PARKER: 


OO. Referring to this sheet you have just filed it 


shows that the grand total of capital and reserves for 


these ten companies is $1,301,462.41? A. Yes. 
Q How much of that 18 reserve and how much 2S Gap-= 


~% ® 


ital, roughly speaking? As Poul capil as 


$699,175.82; 
total reserve is $602,285.59. 

Q@. Those reserves have been accumulated by, shall we 
Say, holding back so much per barrel or packase Ol case of 
apples or other produce handled by these various companies 


7 


“or their members? Done <NTONS. cabins G2 Mert tins 


ne 


How have they been accumulated? Ae 2 was 


Cw 
° 


break that down. ‘That total of $602,285.09 is made up of 
Several tems. The first te cold. storage subsidies, 


$249,730.92. 
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Q. That is government aid? A. Yes, and it has 
been placed in every case in the reserve fund by these 
toca ls. 


"iO Sy Choice. or Dy Necessity? A. By enoice, 1 would 


Q. Yes? A. The next iS appreciation in assete, 
woo, 041.20. That is obvious. The title indicates what 
that is, assets that have been written up on appraisal. 

G. In what way do your assets appreciate? 

a.) The ereatest part Of Uhis arises = any facto. eee ‘ 
in two locals. The Kelowna Growers! Bxchange accounts for 
To, OLOvol. (ney had an appraisal made of their asses, 
that is, their buildings and equipment and they chose to 
PUGS GuIeCt in thelr Tecords to tne inerease Jmivaliweaend 
wrote these buildings and equipment up in their books and 
addsd an amount to reserve. 

QO. Lt suppose it means in previous years they had been 
depreciated too rapidly? As -POssivlys 

Os le cles sor A. I @0uld Bob enewer aa. 

oO. Ordinarily buildings and what "MoD heep derpveciar— 
ing ieeread oe appreciating? A. Very detinitvely, put 
the appraisal shows the current value less depreciation. 

). We Will go On With the next 1tem, Ax (he Heat 
isem is a large item, comparatively speaking, $28,530.74, 
arising at Naramata. 


QO. Wolch 1tém are you talking aboute A Ane ie 


appreciation of assets ,$28,530.74, at the Naramata Go- 


operative Growers! Exchange. That came about through what 
you might term the unfortunate circumstances of a fire. 
In the settlement they received that much more than the 
buildings and equipment were shown at in their books of 


record. 
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eo 


GO, }RStHepSs We heed nol pursuc that. .Just give me 
about how much of that has been accumulated out of what we 
call holdbacks? ie speaking Of the total reserve now? 

q@. Yes. AY Gas 640528 and ¢55,419 80. 

0 


@ - Roughly i250);000? A. A bOtal of B244,000 or 


ComeCULOge Oo .a CUartver oF a intilpon dollars. Ame 
right that has been accumulated by these companies by hold- 
ing back, as [ Say, so much per package on the fruit hand- 


Led by these various companies for the individual growers? 


O Ls thee Pies? A. Yes. 

Q. Why was that not paid out to the growers as you 
went along? Why was it held back? ae in the main the 
surpluses have been but this 1s an accumulation over a good 
many years. 

a, eo | reakhize that. &. Im most cases it was 
built up in small amounts from year to year and, of course, 


we also have a condition of the Co-operative Associations ‘ct 


which states, as we know, that 10 per cent must be set 


oe Chie aeemore than 10 per vent? Ae YOS, 
Q. ££ good deal of this was money you were free to have paid 


to the growers if you had been so minded? at BVO Se 


Qe, WiveWas" ab not paid’? &. IT would say they con- 
Sidered it was safe and good business to build up a cer- 
tain reserve. 
Q@. For working capital? A. FOr cContinecenoves, 
BY MR. aRNsSON: 
bee Mrs iinieard; in “connection with these reserves 


that are credited to locals are they in turn credited to 


the members of those locals in any way? hs NO, this 


= i 
: 
; > 


” 
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reserve that we are discussing now was not credited to the 
growers. 


BY MR. PsRKER: 


Q, wheat is just the question LT was about tO ask, AS 


to this money which these different locals held back, the 


amount we have been talking about, so far as the directors 


were concerned they were free to pay it to these growers 
if they had seen fit? ihe 
Q. And that was not only not paid to the growers but 


it was not allocated to them or credited to them on the 


vookSs Of the local; as that right? i, That LS correca., 


@. Whose money is that lying in the hands of the local 


association? i. The Locals consider that is the growers’ 


money. 


QO; Under what principle do they consider that? 7 


assume you are speaking with some knowledge of the way the 


locals operate? A. Yes. 


Qs Way GO they say that belongs tothe ~membéers if 17 


has neither been paid to them, credited to them on the books 
of the company or allocated tothem in any way? 2. 20) One 


step further. Have they been issued anything like @ partic- 


ipating certificate or note or any kind of letter stabbing 


they ere holding the money for these members? A. No. 


BY THE CHAIRMAN: 


OG. Your mean on Liquidation they would eetvrmt anc 


he) 


thay is “all? A. Yes, unléss at) any time 1% was decided 


to allocate this reserve. I may say, Mr. Chairman, taking 


the case of the Kelowna Growers' Exchange, it is their 
intention to make an allocation of. this reserve to their 


erowers., Lb is. their full) intention. 


BY MR. PARKER; 


%. I can well imagine they have that intention now. 


) 


When were they seized with that intention? When did they 
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first make up their minds they might pay out that sum, 
how long before this Commission was appointed? As 
could not answer that questaon. 

BY ME. BLOLOU?: 

Q. May I ask one question? Suppose they cid allo- 
Cate Ghat SUTDIuSs: 16 LG your OpIM10nm thav am accordance 
With the regulations under which the Kelowna Growers! 
Hxchance exists that it would be able to revolve that csur- 


pas? i tee ey COmke Tevolve is 
BY MR, PARKER: 

Q@. Perhaps that is another intention the directors 
have, to set up a revolving fund and pay that sum out; is 
that what you have in mind? A, i Cetieve So, 

QO. Whan Mmekes you Deliceve Ghar, just because tie 


Commissioner suggested to you now that it might be done? 


Q@. What was it Dased on? Ae It was based on know- 
fedse or bieir Intentions as indicated Go me: 

©. Dees chau apply bo all these individuals in) vie 
SLOUn Of Gertain Speci 1c ones? A. J was only speaking 
then of the Kelowna Growers! Exchange. 

o. O8Heae 1s cae Chiy one aboot whee you nave any 
RnOWledsae Of Waat their intentions are as to this fund? 
He Siiwso ter ae any derimite allocation, 

GO. (mead you ares speaking of peneral Principles) a 
suppose? Bore he etree ee. t should mention here 
that it has been suggested that possibly their intention 
to do this was prompted by the fact that the Royal Com- 
MresLlom had been appointed. L am Quite sure That 1e MoU 
Uhe reason . f smicgibe sure thet the intenticiuerc: 
allocate~.that amount to the growers was not at all to 


avoLd any - Question of taxation. If they were liable 


Yaar a 
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for taxation then they would be liable no matter whether 
Or not they allocated that now. i would say that it was 
Lheie invention to put their house in order, let us say, 
They had come to that realization and were also Dione 
by the wishes of their growers. 

DY WR. ELOLOT?: 

Q. in what way would allocating that affect the grow- 
ers? A. It would give the growers a more definite inter- 
est in that amount. 

@. You mean it would alter legally the nature of his 
claim om that? amount? A. Not in a general way, but it 
would specifically allocate the amount. 

BY THE CHATRMAN: 
oo oe Would net géeb any more? fe) CIOs 
BY MR. PARKER: 

@. 1G Mieht make him feel better but perhaps lesaidy 

he would not get any more; is that what you mean? 
Pine oO rs 


@. Would it affect his Situation in the fee Riiac 


@ 
(?) 
» 
@ 


ross: A. NO: 

@. Even if it were apportioned and the loss charged 
to that surplus it would be charged proportionately to 
Lhe amount Im the surplus and nob in proportion to tite 
member's business With the association during the year in 
which the loss occurred? ne =88L WOU gay aso. 

BY MR. ARNASON: 

®. My. Kinnard, if it were possible to revolve this 
reserve after it has been credited -- and you have stated 
it would be possible to do so -- it would make a financial 
difference to the grower eventually? A» Lt would 
eventually. 


Q. If the amount was credited to him? As Yess 
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BY MR. PARKER: 
Oy (bG Wold Make se Gitterence 121, ae and waen they 
Sever (60% 107 ie iP Whe Was Due Onea revolving pasts (OL 


eCourse Uney WOuld Set LL. 


Ce ee v would £Sh. Vorb ee end Of wires, Live: or 


Q 


e@ven years. Have you any Knowledges as to whether 
individual Aeeene ,. Mekie Obl DNS Imecome tax Treuurie 
Snow trom year LO year, Or at eny time, that they nave an 
Mmiperess Im eoness surcolus funds? Df 2h De Theresa wy OU 
suggest it is, then they get $10 in a siven year and $10 
DOG HEX yeat, end 1% Occurs to Me Lt would Getkeby be shown 
Siwoleit Aneome Tax rOvuIrns. as part of their income.) fave 
you any knowledge of that? A. Im sO Tar 82 these sur 
BLuSses were concerned, no, that has never been shown ae 


Ineome of the sSrower. 


GO. ) DO they evince any interest in this umallocaved 
fund? Ay Yes, definitely. 

Q. Is it discussed at annual meetings? A. Yes. 

Qn. Is there 4 vote taken as to its disposition? 


i.) 2 COULG met answer that detinavely. 


QO. Leums @o to a Little divfersnt aspect. of ule 
matter. The parent company to which you have referred 
bad obs Pirth in whan year? es irk oe. 

Opn sit Mas Deer in continuous operation ever 


Tes 
lal 
ye 


You have spoken about two classes of members that 
it has, the individual growers, some fifty odd, and these 
local associations? Ae ou 

Q. You have also spoken about affiliate associations. 


What is the difference between a member association and 
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an,arfiliate association? As That wac only @ manner of 
speech; it is all the same. 

One) Li de one and: oie game thing; they are not two 
types? he NO. 

Oo. whew is what IT want to get. Then, as between tHe 
parent association and the affiliate has the parent associa- 
tion been accumulating reserves in its name by way of hold- 
backs or what not from the affiliate associations through 
the years? A. Only this $15,000 that has been referred 
Os 

QO. “That is ei? A. Yes. 

Q. Is there anything outstanding between the parent 
end, Uhe eaiitiliate to show that should be divided ihn Seme 
proportion among these affiliates? A. The amendmenv to 
the memorandum of association. 

Q. As shown where, on page eight? A. On page seven, 


Lue Lowery Halt of page seven. 


Joo “Hie InNCOmMe. and Droperty of the company snails 
applied solely towards the promotion of the objects of the 
company as set forth in this memorandum of association; 
and 10 pOTtIOn thereor shall be paid or transferred, cir- 
eculy or indiurectly, Dy way of dividend, bonus or otherwise 
howsoever by way of profit to the shareholders of the 
company: Provided that nothing herein shall prevent the 
payment, 16 <O00 Tatum, of Yrenlneration To any dire cur. 
oOliveer, Of Servant Of the company, Or to any share 
hHoldertoLr wie comipany, 2m revurnm Lor: any services” acu— 
Ually rendsred to tie company." Ls: thet. the one wou 
are referring to? Ae) Leon 

GG.) WhAG Darhicuiar part applies to my question? 
Ae Theat deals with what shall be done. 


GQ. (OU Mieht summarize it for me. What “Lam esettine 
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aaic whe hese claim to this $15,000 |S 10 stands today? 
a> Guell ol read this? 

QO. WO, {ust tell me if you know? ALP the Two UG Ve 
divided amongst the locals. 

Oe i Wheat propor. ion? Ay. 2 proportion to eheir 
eontribution from the inception of the company to the date 
of dissolution. 

Q. By contribution you mean in what sense? po you 


mean the amount of business? A. The amount of business, 


Q@. That is what. you mean. Is there anything other 
han this amendment, to which you have referred in this 
document, between the parent company and these affiliates 

setting that forth? A. No. 
Q» *90 far you have not put through any resolution 
allocating that $15,000 to the affiliates? As Nove (Sie. 
J. ,Ji oulier words. the relationship of the eriiiliace 
bO the parent assoCiation-in respect of that $15,000 is 
practically the same as the relationship between the 
individual grower and the reserves of the affiliate? 


A. ft think that would be a fair statement. 


Q@. Roughly how many individual growers would be 
interested in that fund of $15,000? How many local grow- 
ers, Would be interested? h.. ROUgRIGy 1.000. 

MR. PARKER: Is that quite correct? That is individual 
growers as represented through affiliates? 

THE CHAITRMAN: Yes, individual growers. 

tat Wrt\toot “hab 1s correct, Sir. 

BY MR. PARKER: 
See Wet ¢ me eet this clear. The only money which the 


parent company has is what little share capital it has 


BD 
~O5L5= 
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which is practically nothing, $56 or something like that? 
se Yes. 

@. sénd it has this $15,000 .we have been talking about 
Which it uses for working capital. Through what other 
SOuUrGes and low else does it a0quire Working capital? 

im 60 bes tie balance of (thet commercial reserve: which 
Was Previously referred to. 


Q@. That is money held back, as it were, and sét aside? 


FS 


@. 60 all your working capital, apart from ¢56, is 
esprescnted Dy moneys belonging’ to your affiliates, or in 
cor wae Browers Of the aitiliates, bullt wp in this wund 
and which gives you a substantial amount of working cap- 
71tal? A. Theat Us correct. 

Q@. «and @ substantial sum has been accumulated through 
that channel and over the years so far as you know nobody 
hes been showing any portion of. that in their income tax 
Pevurns under the system as it works; is that right? 
ees ct. 

Q@. And so far aS you are aware neither corporate 
podies, affiliates nor these individuals have been paying 
euy income tax in respect of that amount of money? Perhaps 
OvaG 18 Saying the same thing, is it? i. Yos, that is 
COLTS CU 

Q. In other words, this parent company, the affiliates 
and their members together are enjoying,and have been 
enjoying for some years, a very large amount of money which 
exrises by way of income and it is tax free? Is that @ 
tear may of putting 16°? As IT Would pot: say a weryelarce 
amount e 

Ose Well, whétever it is. «A. Whebever it ie. 


QO. We need not argue over the amount. It is ‘the 
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amount we have been talking about, whether large or small. 
Do I understand you to say that the parent company has 
been Tilins=ancome returns regularly? Relves maki. 

Q@. And you have only paid small amounts in two years? 
Be Yes. 

@. And the second year aitver you took the matter up 
With the officials they rebated both years? Ba Wess 

Q@. Can you tell the Commission on what principle oF 
on what basis they rebated that income they assessed you 
for end On which your paid? Under what basis of argument 
did you sueceed in inducing them to pay it back? 
hee. tlink 1 Can. say it was due to a chenge which took 
place in the Legislation. 

One EOL S0s A. /19303;' we did not get, thay bath mntil 
Vol, 1 think 1b) was. 

Oy Prerheps yourcan help ws-on this. Mr. timnard. 
Speaking of that 1950 Legislation you are reasonably 
familiar with it, I take it? That is the famous 4 (p) we 
are talking about. A. “T)do not propose ~— 

Q@. I am not asking you that as a lawyer. All I want 
to ask you’is that understanding your method of doing 
DieLness and the tvpe ol organization! which) your \concerm 
is do you think they should not pay income tax on these 
amounts that have been mentioned because of this special 
peeisvation, 4.1.0) > oridouyou think they should mote. 
Paying’ income tax because of the anherent nature of (ths 
organization itself? Im other words: they Ggustido not 
make any income; do you see the difference? Rous vess. 2 
eco. Laci fiherence:. 

QQ. On which ground were you relieved from paying 
income tax? a, De mighy say both. 


OP Pitivou Govmop.. am fach, make any aucomesuucm you 


@ 


ee es _—- 
he aes 


; | Pek, eared 


Pew tay \)@ 


=p gles CS OR reat 18 
5 tie P . aus ‘ Pin ware Be 


15 
4 . ae “ 
2& Pipe Pais vobbe. Shy 


: ; Fig ae g's « Weicker omitcsg. 1s 


T te (et a 


-5215— Mr. Kinnard 


do not need 4 (p)? h. NG, tian ie correct: 
QO. bul f Suppose Vou regerd that as @ Sort of sheet 
avenor in. Case anything Should go wrong. Theat isa fair 


mway_OL pubting it. Speaking for your-association would 


4 (p) was repealed and left it to you, and such as are 
earrving On DusSiness im your way, to rely on the inherent 
motUre Of the pusiness itself not to be taxable? pA cs ee 
Mu BOs Sars 

Q@. You think they would be satisfied with such legis- 
Jation. Have you discussed that with a good many of your 
meOp Le? A. Yes. 

i AOU see Che reason I am asking that te 0 teacon— 
csivable that the Commission might want to make a recommend- 
ation to the effect that 4 (p}) should be amended as being 
quite superfluous, that there are a lot of true cooperatives 
who do not make any profit and should not pay income tax, 
that they do not need this and it is only a:cloud there 
Which makes other people try to get Under it. Do you think 
that would meet with the considered approval of the people 
you represent? A. I think our organization would be 
quite satisfied to operate as a cooperative. 

@. And take their chances? As And take thelr chances, 

QO. Inet is very fair. Speaking now of the parents 
company it takes apples mainly, I suppose; that is your 
big item? A. Theat is the largest item, | 

QO. oO We Will G@éal with that as Lllustrativye of the 
whole. You take delivery of apples from whom, the 
individual grower or from the grower through the affiliate 
association? A. From the grower through the affiliate 
association with the exception of approximately fifty. 


Q. We will leave them out. They are delivered to 
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you on what terms, the terms set forth in this agreement? 
A ii was, 6Onbreach. Sia. 

ae DO you Duy Ge apples? Din NOs ie ie. 

Q@. On what terms do you receive them? a Oe 7 
ext olein Lhap very Drier ly? 

Oe eee Ais The Local receives auoles from the erew- 
er, packs tihem,. Poade them. 

Q@. Perhaps we should stop there. On what terms does 
the local recéive them from the grower? Does the local 
buy them from the grower? A. NO, he Leceives them on 
consignment. I do not know whether I should use that 
word . 


Q We understand what you mean. 


oe 


, Pete vies: Tire 
erower a receipt for these apples showine the quantity. 
BY THE CHATRMAN: 
O. here 16 nO payment at that time? fc NOem ie 
beacks Uem, Shores them and ships them as required om our 


rder. 


Oo 


BY Mk. PARKER: 

oo Chay 1S, you Girect. the shipment by the Local 
Be Yes, We Market them and collect the moneys Lor Tnem 

Q. Let us pause there. Suppose you direct Kelowna 
On &@ certain day to send ten carloads of apples to such 
Po SuGnh a places they would do it7 Ae wes: 

@. And the necessary documents are put through and 
the cash for that shipment will go first to the parent 
association? You WwouLtG collect. nat? A. We would. 


Q. From that amount you would pay the parent com- 


pany's legitimate clarges? he YES. 

O. nc ludcime reserve? An “~EWCLUuGi ne Reserve a. 
any. 

Q. Then you would send that on to Kelowna, the one 
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which furnished that particular ten carioads? As But not 
for Speci: 10 Shipment. ft do not know whether we should 
PeavOLVe Ulis, but Lb is not ror the specific shipment. In 
ail cases the returns are pooled. 

That is just what IT am getting at. That partic- 
ular ten carload lot IT have imagined would not be accounted 
HOr aS a Sseperave unit to Kelowna which put in the ten 
Carloads? A. No. 

@. ‘That would be held to the end of the shipping season 
With enother ten cares and Tive cars, and so on and so on? 
Poo Re 1S CORTE et . 

Q. With the result that at the end of the season you 
have large sums of money passing through your association 
on its way to the ten, fifteen, or twenty locals? 
oe  1OS's 

@. SO that each local would not necessarily get the 
net profits from the sale of the apples which that 
Sci Lace SUpp..ed? A. The specitic proceeds: 

Ge OF the exact, equivalent? A. NO, Not. necessar= 
ail Paar 

QO. Because they are pooled with all other Locals? 
foe eG Ss (OOr Peel. 

@. By the same token the fifty erowers, we will say, 
wno supplied the ten carloads to Kelowna in turn do not 
get vie actual price netted from their apples? A” Vion 
Sir. 

Oi They are pooled? ha ADT pooled. 


Q@. That i8 the way it works? A, Yes. 


Oe GO, a0 LaGu, Lt is impossible to revurnm oo tne 
gsrower-by way of the balance of the price -- 
Be FOOL price, 


@. The price received for his barrel of apples or 


wm 
' 

ra) 

ray) 


~5218- Mr. Kinnard 


package of apples; ib is impossible in practice for that 
man tO get the exact amount which his package of apples 
sold for less the COSt,°16 20 10? he Do I understand 
you to mean that eventually the pool price may not have 
any relation to the price at which his individual apples 
sold? Theat 28 Correct, 


Q. Let us put 10 another way. We will say Kelowna 
Bends Up ten carloads to the market and is lucky and eets 
S4 a package. 


BY “HE CHALRMAN: 


@. it is the average price? A.. It is the avérage 


BY MR. PARKER: 


Q. And a@nounsr ten cars comes from another pert’ of the 


district altogether. They are unlucky and t hose apples are 


sold at $1 a package less. The result is the grower from 
one district who struck & lucky market has to divide it 
with his neighbour who struck an unlucky market? 

Pe evQhikGe MOOT Ct., Siar. 


BY Mi. BULCOTTs 


@. DO you distinguish finally between the various grades of 


Timits and vegetables and between the various kinds? 
Po Of Course. the kinds, Varieties and grades are estab- 
Lisbod when the shipment is made. The grower is credited 
with so many boxes of Mackintosh reds, fancy. 
BY THE CHATRMAN: 
QO. . WHO does the gradings? he Vherioca len 
BY MR. VaUGHAN: 
®. You deal on the basis of dollars rather than 
erades, thac io, the better the lot -the more money? 
ma. Yes. 


©. ib would be @ matter of dollars? A. The price 
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is established for each grade; that is, the average price 


Ssvavlished for each grade. 


fe 
(2 


BY MR. ELLIOTT: 

QO, HOW Go you determine the exact amount that would De 
Pevusnen With Tespecy toa shipment of the Tirst erade, oF 
Mackintosh compared with the second grade of some other 
Sort of apple? Can you give us a general idea of the 
procedure? i HOw une price is determined? 

Oe “VOsia ow Lhe UlLUIMeLe price Ghat: you Pe pura 1c pile 
erower ls determined TOr the ome erade and. sont of apple 
and the Otner erage and sort of apple? As Take any one 
variety; we have a million boxes, we will say, of Mackin- 
GOosm,. Moss are all’ sold according to their erades, When 
one sales are oompleted we fave the picture. The pool. 
Shows so many boxes of fancy have realized an average of 
Hla and Se many boxes Of C grade have realized an aver 
Sees Hole. os 

Q. YOU have the average receipts with respecy to cach 
type and grade of apple’ He Yess 

BY MR. PARKER: 

Q. Hach variety and each grade? As Yoo. Then, / 01 
Source, Lie price 2s established., We have une pover or 
making what we term arbitrary differentials between 
erades. Anyone would admit that extra fancy or fancy should 
bring a higher price than the erade Delow. 

eo i tea Orn We 
OO, Does that mean the price that is paid Por Ghese 
Spples bY the. one who buys them, the one to whom you 
market them? Is that what you mean when you say you 
have that power? he NO. “IR Die Course Of Diseinese 
over the years we would sell apples at all prices. 7] am 
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the Wartime Frices and Trade Board regulations. Previous 
Go Uieb We Would Sell at all prices, In some cases we 
Mier seit a fancy apple on some Markets at a higher price 
hem €xvura tency, but that would all ¢o into the pool and 
in the final analysis we would take the total moneys and 
in most instances we would make an arbitrary differential 


= 


between grades. It might be that there would be some taken 


w 


prom the Fancy tO increase the price of the extra fancy so 
ae LO Make a proper Giflrerential. On account of condibiend 
existing throughout the year the actual sales might show 

that the fancy on the whole brought as much on the average 
as the extra fancy but it is not very likely that would be 


pS 


bo the local and the grower on that basis, 


ay) 


paid 
@- Do you do the same as between different varieties 
of apples? A. No. Normally we would not take from one 


variety and put into another. Rach variety would have to 


2) 


* 


stand on itS own merits. 


Q@. In determining the amount returned to the growers 


So 
you must divide the expenses of marketing them in some way 
between the different varieties of apples? Be, Ae aie ele 
as expenses are concerned it must be realized that 
pxoenses would De more in. Some cases than others but we 
Charge a ilat selling charge. 

@. The Same per unit of each varietytT A. The same 


a 


wee DOxk OL S0ples Terespeciilve Ol Varieuy. 


MD. het. cost Is averaged over alb apples? An ses, 


O. lS 10 averaged Turther tian thal es between apples 
and Vveee tables: ee Yes, there as a schequle ich enero. 
For instance our charge on apples would be 6 cents a box. 
Our charge on peaches and small fruits would be 4 cents a 


OK. 


a 


Jit Sen)? CNET S 
, tr ; 
, 6 
a ee ee ie sah 4 
7.2 Be wae AE - toh 


7 
, 


TAGe TS mt Vet 


tpg A 


S-25 


-~O2el- Mr. Kinnard 


. ANG that difference. 1S. your attempt at a rough 
approximation in dollars and cents of -the handling charge? 
a Loeb Ls Correct. 

BY MR. VAUGHAN: 

Q. Does that seem an accurate way to do it? Is it 
accurate to charge Of) aah eD.OX ee charge a higher pres 
mOx Che Same os ea Lower price pox? A. We think so, sir. 
We have always operated on that basis. I presume you mean 
Snovuld it be on a percentage basis? 

©. Would a percentage not be fairer? Of course, it 
ment seem diftiicult, to handle each erade. Jsually the 
higher price varies more than the lower price. 
rm. tu really eosts Us just as much torsell a box ofeaprics 
ey l.00 a6 1% does to sell it at $8: “That te our pdsie of 
placing these charges. We feel that is the fairest way, 
and we have always operated on that basis. 

BY MR. PARKER: 

Q. 1Mr. Kinnard, we have heard a great deal before this 
Ccfmission of the efforts of the cooperatives and their mem 
Dems not LO Make profits as such bub to gét better prices 
for their commodities which they have to sell and to pur- 
enase their supplies more cheaply, all of which is what 
Post Of US Wall tO Ge, T supposes. However, Tf have beard 
Very little about any efforts put forth by the cooperatives 
ide orespect of the ultimate consumer like myselt, Tor in- 
stance. Is there any attention paid to that in the 
Operations and policies of these cooperatives tose¢ee to 
it that while endeavouring to get as good a price as 
they can for the producer yet they will not get such a 
price as would be unfair to the ultimate consumer? 

A. iI would say definitely yes. 


Q@. In what way do they approach that subject? 
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(ose reatier Gilriculy, of course; bul previous “to the 
Wer years, for instance, we were very definitely interested 
im the price that the consumer had to pay because of the 
fact that naturally we realized that if fruit can be got to 
the consumer on a reasonable basis we expect that the con- 
Sumer is going to use more of it. That is what we must 
vet, distribution. 

QO. 1 Pealize the theory of it but what I am interest— 
ed in is the practice as to whether you have endeavoured to 
transfer these middleman charges to add to what the pro- 
ducer gets or whether you wanted a portion of these middle- 
men oharges te be credited to the poor consumer so he can 
poy a little Lesss 1s that what. you are working towaras? 
A. I can say we have made efforts at times to control it. 
Perhaps I should not uss the word "control" because after 
pli we have to control over the middleman but im so far as 
we could we have tried to sse that the middleman was not 
taking an undue margin, let us say. At times we went so 
far as tO exert definitely all the influence we could 
towards that end. 

BY THE CHATRMAN: 

On (Our orimeary imterest, Of eourse, 16 6s fo taern o- 

icons. Ae. Yes, Sir. | 


Q. And the consumers more or less take care of them- 


U 


Selves? Ay Gm the Last: analysis Voss, OUL orinery 


n 


interest and function is to look after the interests of 
Dae producer. 
BY MR. PARKER: 
Q. May I put it this way? In Halifax from which I 
come I frequently see British Columbia apples for sale. 
1 have never been able to detect, although I have given 


it some attention, that the price to me as a consumer 


Pie i OF ec 
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tioo Lar away Trom the production point 16 any less whether 
it comes by the cooperative method or whether it comes 
trom the so-called independent, i gust. mention that to 
Dols Lrate My Poin. Do you think the ultimate consumer 
in England or the U.ited States or eastern Canada buys his 
Srow> any caeaper as a resulG of it havige been placed, un 
inate market through your type of business as compared with 
the ordinary independent producer? iS 1, Would NOt care 
mo De SO DPresumptucuUs. 

BY TH CHALRMAN: 


. 


Q. Is 1 not a case of just meeting the price? 
bs. £66, tO 2 great extent. I think possibly, Mr. Perker, 
you 2re blinking chiefly of recent years. 

MR. PARKER: I think what I have said applies ever 
Since. have Known Halifax, for some thirty years. 

ine CHATRMAN: You oserve Mr. Parker raises no ques 
tion about the respective quality of the applies. 

Me PARKER: in the presence of thie company 1 prerer 
British Columbia. 

Tat WETNESS! 2 Ghink as regards quality, Mr. Charman, 
We can take considerable credit. as to the quality we have 

Shipped. We feel we are outstanding in that respect. wWe 

think we have done a great deal to increase the quality. 
iro Nel Wish To pub in a plue here Dut we feel, thar 
Oakes Spoles are definitely outstanding throtehouy. the 
world. 

MR. PARKER: With the exception of the Annapolis 
Valley. 

Toe WLINGSS: NOomexcepuiLons « 

BY MR. PARKER 
@. i have one other question and then I: am through, 


You mentioned with some fervour a little while ago when 
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Someone suggested patronage dividends that you did not like 
Giese berm and tet they were fing. payments. What distinc- 
tion do you make in this business between patronage divid- 
ends and final payments? Aw ot DOOk Upon pabronage divyid— 
ends os ACLsing More in S, COnsumer Cooperative. Our Rebate 
We G€O not consider as 4 patronage dividend. 

Q. You have used another word, perhaps not quite think- 
ing. What. is & rebate? it asso easy to use & ver, 
Poe ote Wvexplaininap Dy Tivustration? 

Oo. Yeo. A. .AS I mentioned a few moments ago our 
onercae on apples is 6, cents per box.. We set that figure 
at the beginning of the season knowing that it is likely 
more Uien eiple., We protect ourselves by placing Atyvay « 
Picure whieh is more than ample. 

©. We will.say you get 2 cents. What do you%eall that? 


me Wo call 1b a rebate. 


Q@. ww rebate of what? &. Of selling) charee a. 
Oo. YOUr Sxpression was it could be called a finak pay- 


ment. Silat TS..0URGe COrrecn, Sir, 
BY THE CHalTRMaN: 
QO. Has your 6 cents always been sufficient? 
ces. Gali. 
Oe There <Bac never been a loss on thaur he Never, 


BY MR. PLRKERS 

Q.. YOU may be quite right that patronage dividend is 
Goa surictuly ohe right term tO use in deseribing that: sort 
of return or whatever it may be. A. 2 Co not think sca. 
We Will say for the sake of illustration that the pool 


Price On a box of apples is $1.50. 


). L think Pf wnderstand your description, 
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BY THE CHAIRMAN: 
Oo, Ll lle is etrebate what then do you regard as.‘4 
patronage dividend in your business? iv. We have not any. 

@®. You fave mot any at ali? Nie Gry) tee 6 

MRs PARKER: fis I understand it he regards a patronage 
dividend as a consumer overcharge. 

THE CHAIRMSN: I was going to ask about consumer activ- 
iv los-. 

BY MR. PARKER: 

Q@. You say that should be applied only to what we might 
Cell an overcharges? s that what you call a patronage div- 
idend? Be Prom the standpoint of a cansumer, 

Q@- From anybody's standpoint is that nob a correct way 
vo describe the payment which the storekeeper gives to the 
pavron who, having traded with him for a period, Tinds ie 
hes overcharged @ iittle more than necessary? That 25) what 
you understand by it? &. I would consider that was more 
properly termed a’ patronage dividend, 

BY MR. JARNASON: 

G@. Does your association Turnish any Supplies to these 
Hocals, tat 18, equipment which Te needed py the members 
of these locals in their business? ise Not equipment but 
sertain other supplies. 

THE CHATRMAN:. Boxes. 

BY MR. PaRKER; 


o. Ler tilLizers? &£. Fertilizers and insecticides 


chiefly. 
BY THE CHALRMAN: 
Oe nee ts 42 Consumer BCULVvi ty? ede eS 


, BY MR. «RNGSON : 
Q. Have you been in @ position to make any refund on 


those supplies? Ay NO. LS To. Our acvivitiese in thaw 
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respect we consider it more of a service. We do not aim to 
Gere & Dror t. 
BY THE CHal RMN: 

te Wound OU Call it 8 rebabe in tat) case? Whay do 
Rots Cen Ly es ing Weode NOt Make a réenete, sir. On our 
supplies we do not make a profit. In our last balance 
sheet we have an item of $2,300 odd, if I remember right, 
erising Irom supplies. That is the erogs. We consider 
that i> @OSts us at Least. 62,500 to handle that Dugimess. 
While we do not specifically allocate costs against that 
We consider We are Handling that on 8 cost pasha. 

De TOU Go Het. cook Tor 8 Surplus theme. au abi 
me Op at eli sir, 

BY MR. ARNASON: 

% Mr. Kinnard, has your association ever made any 
special attempts to develop trade relations with consumer co- 
operatives? I mean to sell fruit direct to consumer co- 
operatives? A. Not particularily: 7 mighi cay mo. 

Oe .- DaVe One Other question, Reverting. back To the 
reply which you made to Mr. Parker in connection with 


4 (p) if I understand you correctly you Stated you did not 


aA (p)? i Ves, Sar, 
Q. That was brought out in connection with the sugges- 
tion which Mr. Parker made in the event it was decided to 


recommend the repeal of 4 (p)? A. Yos. 


Cc 


Q. If 4 (p) was actually repealed do you think that wouls 
be sufficient or would you think it necessary to have some 
legislative definition as to the conditions which cO- 
operatives must comply with in order not to have an income 

as a cooperative? A. I do not Know whether [an pre- 


Pared to give an opinion on that. 
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MR. PARRER: That is really another way of having 4 
statutory exemption? 

BY THE CoATRMAN: 

O. YOu prerer to have 4 (p) but you Go not need Lue 
thet Ls about 1b? A I think I can sately say that. 

BY MR. ELLIOTT: 

So Nero Smne question. | Ssnoule Like we 86k. (Tie 
Sheet showing the capital and reserve structure of the 
local associations there is a heading *bonds or investment 
certificates." Do you know what those are in a general 
way? Do you know enough ot the business of the local 
associations to know what they are? hou? WS Wel eS. 
@. Are those bonds given to members or non-members? 
&. To members. 

@. Members only? A. Yes. 

@. IL notice there is a heading, "subscription. »pre- 
sumably that means the bonds have been paid for in cash by 
the members? ie tn het instance it happens that shares 
were converted to bonds. It was originally a share cap- 
ital structure. That was revised under an arrangement with 
the growers. So-called bonds were issued to them in place 
Of the shares that were relinquished, That is the reason 
my | put 1G 32n &S &@ subscription becauss the Shares had 
originally been subscription. 

Q2. In that case presumably the association decided 
to make that change? Pee ees es 

Q. hd the individual member who formerly hac had 4 
Share got a correspoading amount of bonds, and presumably 
as far as the individual member soes whether he wished to 
make that change or not? A. Possibly in the final 
analysis but, of course, that would have been passed on 


by all the members in annual meetings. 
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Os. With the majority ruling, or Something like that? 
a. Les. 

Qe Then with regard to the oneS under "deduction" pre- 
sumably those ae paid for by deductions from the proceeds 
On tne pale of Lie menipers” produce? AS. (het. 1s correcs, 

©. ire they more or less compulsory on the individual 
members in these associations which decide to issue bonds 
or Can an individual member order the association to 
deduct so much from his proceeds to buy bonds and another 
tgaivaoual say, ‘Well, Fo wilh take so mich? Bi | BNO ge ese 
would be uniform. It would be a condition of membership 
to which they would have to adhere as long as they were 
farketing their fruit. 

Q. Where would that condition appear? How would it 
be known to the member? Would 20. be dn the sontracs? 

Wis MILELEN: Might & interrupt? You will famgeac im 
section 8 (b) of the second contract. 

BY MR. ELLIOTT: 

Q. Wha are investment certificates? A. Ttis fust a 
perm. Instead. of sivine a bend they give them a ceric 
icate showing that this amount has been deducted from 
fel: Pevline, end that they dndenrene CO repay i020 


+ 


Cores Voarens Jat 3S on the revolving basic. 


BY MR. PARKER: 


- 


O. Inthe <ase of thes 


e bonds and investment certif- 
icates are they secured by a mortgage or is it just an 
open account? A. They are nov. secured at abil. When 7 
mention bonds at ali they are not secured either. 
BY MR. ELLIOT?: 
Q. They are promises by the association to repay to 
the members a fixed amount at a definite time? Aw YoOs. 


Q And do they bear interest at a fixed rate? 


 ®@ 
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A. Yes. 

9. Which the member can claim whether the association 

has 2 SUtplus, Or Noty A. Wes, I would say so. 
BY THE CHAIRMAN: 

O. Wr. Kinnerd, have you @ny investiient income. or have 
eny.of your, affiliates? I mean such as Victory Bonds? 

&. if. think Some of them in a patriotic way have invested 
Sceroailn amounts in Victory Bonds. 

Q. How is that income treated? Ae 2 Would (ayo 
they have any income from that source, and I presume they 
would have if they held the bonds long enough -- 

OO. YOUR Orgeni zation nas not rany; am JT right 
A. We havyve.at the moment, just in the last year, but we 
have not had any income yet. I believe the locals treat 
that as general income of the association, if they had 
income from Victory Bonds. 


Nhere would the money come from to make those 


— 


investments? A. In surpluses. I mentioned patriotic 
Reasons but, @S. a matter of fact, these associations norma-— 
ely Maeve not Lunds to invest in. that type of security. 

I can safely say they would only do it for patriotic 
reasons. 

So. Lv Le oy a Dad investniont, 18 202 Bw every 
good investment, but normally they have not funds for that 
purpose. They have plenty of use for their funds in the 
Services Ol their growers. 

BY MR. VaUGHaN: 

Q@. Mr. Kinnard, following Mr. Elliott's question about 
the amount of subscription under Kelowna at one time the 
amounts there were called shares and then they were changed 
to debentures? He Veen eis 


Q. When they were shares was the amount paid on them 
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called a dividend? Aes Lt would be Af there was apy amount 
paid on them. 

Q. Then that would not be deductible as an expense in 
the-aifairs of this association, would it? “.) iOfvoourse:, 
piel aCein Le a question ‘or opinion. + I Rote say that as 
tO any interest that any of our locals have paid on shares -- 
call:it a dividend if you like -- they have considered that 
to be a deductible expense. 

. A Geductible expense? wen ee 

Q. if they change their shares to debentures is it not 
so that the interest would be a deductible expense? 
a. that was not the intention, sir. 

BY THE CHAIRMAN: 


Q. Might it have that effect? A. It might have that 


Q. Was that ever given consideration at all? 
A. 1 ean safely say that was not a consideration in making 
that change. It was an effort to iron out their internal 
workings more or less. They considered it would be better 
to have them on that basis rather than term share capital. 

oo Lo Was en advantage, however? A. It would bean 
advantage if a dividend was construed to be not deduct- 
able. 

BY MR. VAUGHAN: 

Q. You mention in your brief that interest was paid on 
shares and that was allowed as a deduction? A, . ih sons 
instances. 

Q. What is the difference between paying interest on 
a share and a daivyidend on 4a anaes Do you see any differ- 
ence?y Ae oO ve “quite Prank 7] cannot see ayvereaviceal of 
difference. 


: Qo, heaving that can you tell us what the basis a6 
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for the subsidies allowed on cold storage? What are the 

particulars regarding that? A. The Dominion Government 
have a practice under certain circumstances where it was 

(eemead advisable Of erantings a certain proportion of tite 

@OSG Of Construction of old storage. 

Q. This is a Dominion Govermment grant? A. Yes. 

Q@. Lt has nothing to do with the Province of British 
Golumbia at all? A. No, that is: the Dominion Government, 

Q@. Do you think it is necessary to have that grant 
when these surpluses were piling up year after year? 

A. In practically no case did any of these locals have 
Surficient operating capital. These surpluses piling up 
were in no case at all commensurate with the operating 
ReCULrencenis cl the Local. 

Q. Well,,some of these subsidies have been granted in 
recent years? A. Some of them fairly recent. 

Q@. And these associations have been doing pretty well 
am recent years? A. The @rowers have Deen; of cource, 
thie SseSOCLatPons are only getting their handling charees. 

Q. What the associations get goes back eventually to 
the growers, anyway? A. Y@OSs. 

%. What I wonder is when these associations were 
apparently doing fairly well why was it necessary to have 
a government grant? Ae OF course, probably DL shoudd 
answer that by saying that if the government have that 


practice established I do not think they can very well 


afford not to take advantage of it. 


O®. It Gah Understand that but 1b seems a litide odd 


wy 


when the associations are doing well that grants have been 
made to them. However, that answers that. A. -Provepiy 
I should say these grants are made to others than co- 


operatives. 
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Q. Oh yes, I can understand that. On page nine of 
your bier Vou Stote. thas at Cne time 65 per cent of, the 
business was done by cooperatives but through some dis- 
Socal aOt.on, that.dropped to 45.0r 50 per cent. Can you 
sell us what that dissatisfaction was? A. That would be 
pulbe a lone stbory. There were many Gdissatasfactaons. 
Hume NaLuTe LS quate &@ complex thing. Whem we started 
Wood Co DST cent we bad no seoner ot 1nto operation then 
Somebody was becoming dissatisfied. They probably did not 
ike their director, or some, other condition. ~Poseipay 
the returns, which were not particularly good in some 
instances im those years, had considerable to do with it 
and they thought that probably they-could do bétter else- 
where : 


QO. Tha, condition has continued, has 1b, because. sche 


volume has not come back? A. The yolume has not come 
HACK. We have been operating for twenty-two years and 


hor rourhiy halt of that 2G has been standing -previy muon 
imsstatus: quo. 
DY MRy ELLIOTT: 

GO, . Vid your aesectation 6€ver altempt. GG contro h iane 
amount that the individual orowers might deliver Bo yous 
Pe GUPTA I ibe 

Ais OS. A. No; we were really obligated to take 
Pie ryo inS, 

Q. iverything they offered in all erades? ie pei, 
Unless it were not marketable, of course. 

Q. But the grades that were considered marketable 
were not changed substantially from year to year? 

A. Not substantially; there were variations in grades 
over the years, of course. 
BY MR. VAUGHAN: 


Q. On page seventeen of your brief it is said; 
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"Any amount which may be held back from the grower member 
by way of capital deductions from the returns of his crop 
must .~be considered as part of those returns and taxable 
in the hands of the grower as such." 

When is that taxable in the hands of the grower, when it 
ms belo back» or ato a. later dave? A. 2 would say any 
amount held back should be taxed in the hands of the grow- 
er in) the year im-which it was) beld back, 

Qu Do you make, returns to the Income: Tax Department 
showing the amounts held back? Ae CES. 

Q. You ado not know whether or not the grower makes a 
Feturn. om that? a. ‘Uemerower must. make a reburcnsog 
that because of the fact that the local makes a report 
direct to the Income Tax Department of all moneys paid to 
that grower. Naturally if his organization has reported 


4- 


that it has paid certain moneys to him then the grower 
must account. 


Q. Would there be a distinction between moneys paid 


and moneys deducted? A. NOS Damderstand thet would be 
POnsidgersd part Of the procesds_of the crop and wowld De 
shown as such. 

BY MR. ARNASON: 


~ 


a. Mita Kannerd, do ali yourslocale revolve: there share 


capital? A. No. This statement will indicate where the 


Snare capital as revolved; in most ca: 


m 
@) 


S yes, bul Giere -are 
two that are not. 
Oa 2S Bere. an Serer ne trend towards the adoption 
St & POliGy, of revolving share capital? But CVSS, vow 
On Does nat ap pear to meet the general approval ox 
the members of the locals which follow that policy? 
fot WOoulLd Say so. 


Q. Are there any special administrative problems 
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which arise in connection with the revolving of share cap- 
ital? Are there any that have come to your notice? 
ter 4 COenOe Chink So, nothing serious at ali. 

BY. MR. NADEAU: 

G@. What is the meaning of havine a holding company? 
i ele to eler lO In the Brier? 

Oo. (hak you Terer’ voOvln your brie? om pase Gem, 0 as 
po Cute, clear Toa me. he hab-eoes: back to the iucep— 
tion of the Associated Growers. At that time when the 
endeavour was being made to get all the growers of the dis- 
trict into the cooperative effort there were quite a number 
or what we call independent companies operating. Im ordér 
to get the support of the growers who had been shipping 
previously through these independents it became necessary 
to eliminate, shall we say, the independents. If the grow- 
ers came over to the cooperative these independents were 
Poing- to have to go out of Sareea So that it would not 
be toc much of a burden on the independents, and so that 
they would look upon the effort which was being made with 
more favour it was arranged that their properties and 
equipment would be purchased at figures as agreed upon on 
a valuation basis. This holding company I mention was 
set up in order to take over these properties and eventu- 
ally distribute them amongst the cooperative associations 

4 which were commencing, and otherwise dispose of them to 
the best advantage. 

oo mi ce So Le in exis Pence? A. No, that company 
was wound up as soon as the function for which it was 
created was carried out. 


Q. How teany years ago? A. To Wes about Ley 


a 


TK’, 
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BY MR, FILLMORE: 

O25 Dele verma questien or two, ) I do not want’ to take 
Upemuch Came. 2 take 2b, Mrs Kannard, your entire plan of 
MMeravroOn ITs Seb out.an your contract? er eS 

Qa Mery tnane Ghat you. have told>us “an pe found 
there. After you get thee lruivy’ from the Looal. you seid 1% 
and you have to arrange the scheme of distribution? 
fe Yes. 

J. You decide on 4 payment which depends on the time 
of delivery, the price, and a good many factors? 
ae ees 

Lo Menyeceses you have to establish what-vowr calk 
an artificial differential between grades? Ae I Vermed 
o en arbitrary differential. 


Pearl teu, vour Obligation Le bo pay Une toca? 


ne 6X SS. 
oO. Une Shen Local in’ tum o has to arrange | scheme sor 
distribution to put that into effect? Ass Phe. Local would 


Dot arrange ea Sohneme.of distribution. All the 1oeal would 
ro would be to take our figures and deduct their packing 
and handling charges and hand the balance to the growers. 

oe" The docal has ube power frem time te time end ar 
any time to establish a scheme or schemes of distribution 
OF the moneys recéived and to vary and alter the same? 
A. Yes, they have the power but in practice they do not 
Oe aire 

@. And they have the power to create reserves in 
such amounts and for,such purposes as they deem desirabie? 
A. Yes. 

@, ~806 there if no ‘exact obligation on theig part To 
account to the grower? There is nothing the grower can 


Sonand, Oo exact price? Ae NO-exaet price,. mo. 
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@>- We will say a man delivers a box of apples on the 
first.oL september. “here may be a certain price. He 
night sell to an independent concern at a certain price 
but-what he eventually gets from the cooperative may be 
more or less than the local price at the time he delivers 
his apples? AG ee TREGArS “COTTeCt.< 

Q.» Do you have any canning factories to process goods 
in any way? ®. No cCanking Tactorioes’. 

Q. You still have the right to deduct an amount not to 
exceed one per cent of total proceeds? A. Yess 

Q. if you wish to do so. If you had wanted to enforce 
that your deductions last year might have amounted to 


ge2e,000 odd? A. correct. 


J. And the Locals have the right of deduction? 


). SO that if you contemplated making purchases or 
going into business of any kind you have got the machinery 
With which+to raise funds? A We Cound, (you. 
BY MR. MILLIKEN: 

J. there sare two things ] want to ask. I am sorry, 
Me, Charrmean, but it was rather. difficult. to hear Mr. Parker 
wien hevwasseasking questions. I may be wrone but did you 


4 


suggest, Mr. Parker, that the cold storage subsidy was 


income, or was “bhatt. mot involved in any of your questions? 
MR. PARKER: No, I was merely asking what your general 
surplus consisted of and he enumerated that as oné item. 
WR. MILLIKEN: I take it that the cold storage subsidy 
was a grant by the Dominion Government to this organization 
to encourages the building of cold storage plants, and was 
Hoo An the nature of- income. 
THE CHAIRMAN: That subsidy goes to any association. 


Ney Mit kheN: “Theat Will builded a cold stcrdse ~ plane; 
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they were just one. 

MR, VAUGFAN: Before you finish that, what was really 
iy my Mind, although Tidid not say so at the time, was that 
the money comes from taxpayers and goes to associations 
which are not taxpayers and which do not need the money. 

MR. MILLEKEN: 2 quite appreciate your point, Mr. 
Vaughan. 7 suppose the answer really is if the government 
18 g0ing to give you something you will. take it. 

MR. VAUGHAN: Oh, yes, I do not blame you for taking 
£o DUG T Urine rt is -sonswnet out or sorder. 

MR. PARKER: They should give the government something 
back in return. 

MR. MILLIKEN: You will be surprised how much they have 
Biven the government back im return,  Theré was just one 
more point I was not clear about. When you turned to the 
surplus in the Associated Growers if I caught your question 
correctly you asked Mr. Kinnard if the commercial reserve 
surplus was also included in the moneys which were not 
shown by the grower as being part of his income. Am T[ 
right or wrong in that? 

ME; PARKER: Say Lb again. 

Vik: MILLIKEN; Thiseo-isi the point you were making, 
that there was a surplus and that if it was not shown as 
part of the growers' income in their income tax returns 
there was no income tax being paid on it. JI think you 
included the commercial reserve in your question. If you 


ao 


did net 1: have mot <hylthing bo say. 


MR. PARKER: I do not know about that now. 
BY MR. MILLIKEN: 
@. I would like to ask Mr. Kinnerd about that. “The 


commercial reserve is, of course, one per cent of the 


Sale price of the grower's produce and is really part of 
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has Itcome? Kee Liv be: Pare OF Mas. pcomes; bub f mustusay 
that when that was deducted back in 1923, 1924 and 1925 
it Was not Shown as part of his income. 

Q. How do you know what he showed for his income? 
Tne Ceason, 1 ameasking 16 you do not wow, do you? 
ie 1. 06 Dot know thet he did not show 10. 

Q.- .. know in the case of the Saskatchewan Wheat Pool 
ue Income Tax Depariment asked for a statement of these 
moneys. There is no doubt it is part of the grower's in- 
come. I was wondering how you knew he did not show it? 
wee =. CO NOt] think he wid back in digo, Leet and 8Oeoge7 
do not believe that any grower hac any taxable income 
then. 

Q. You do not think that any grower in 1923, 1924 and 
ives had &@ taxable income. That was the next thing I was 
POrns tO ask you. There is only cone other question J moulc 
Rake to be volear aboutb<.. 2 must. confess: than DT amiin doup 
about whet Mr. Armnason took from your statement that if 
4 (p)} was not there you would take your chance. Did you 
mean by that that if 4 (p) were not in the Act you think 
yOu are a cooperative which is exempt or did you mean that 
you would be prepared to pay income tax? Which did you 
mean? 

THE CHAIRMAN: I have no doubt about that. 

THE WITNESS: I meant that we would be a cooperative 
and that we would not be required to pay income tax. 

BY MR. MILLIKEN: 

®. That 1s, you would be a cooperative -- 

MR. PARKER: Do not strain the Gommission's credulity 
ooo Lar. 

THs CHAIRMAN: I am sure you do not have any doubt 


on that subject. 
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MR. MILLIKEN: I was a little doubtful about it be- 
seuse it seems to me that this witness and one or two more 
cooperative .witnesses who have been questioned on this 
point have overlooked the fact that the court held in the 
Hraser Valley Miik Producers case there was no exemption 
in Canada for a cooperative. That is why I was asking the 
question because I was wondering if the witness meant, 
vit uhere' 1s no 4°) I will pay income taxtt or "7 think 7 
am Smart enough to be a cooperative.t 

THE CHATRMAN: You may not have to pay tax but you may 
acso NOt De Sxempt.. Bxempbion refers to a specific pro- 
vision of the law and not paying tax does not necessarily 
mean you are exempt. 

MR, MILLIKEN: I quite agree. I was wondering ‘what the 
Witness meant. In spite of what you say I was in doubt. 
Piet is: all, thank you. 

THE CHAIRMAN: I think that is all, Mr. Kinnard. 
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Brief Submitted by the Canadian Chamber of 
___ Gomnmerce | 


Re re th mt eS arm te <mnaeece 


MR. PARKER: Mr. Chairman, I think we will now pro- 
Coed With the brief of the Canadian Chamber of Gommerce. 
fT understand their representatives are present. 

THE GHATRMAN: Mr. Parker, how do you propose to pro= 
ceed with this brief? 

MR. PARKER: I understand Mr. Crabtree wishes to make 
a brief statement to the Commission GOMCSr ime Lb. 

THE CHAIRMAN: » Is this under oath? 

MR. PARKER: I do not know. 

MR. SCOTT: Mr. Crabtree is going to introduce the 
Subject matter and then I will present the brief. 


MR. CRABTREE: Mr. Chairman and gentlemen of the 


{ 
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Commission: We appreciate this opportunity of placing 
before you the views of the member boards of trade and 
chambers of commerce of the Canadian Chamber oe Cote ee on. 
the subject of the taxation of cooperatives Perhaps some-- 
tiene Of the history of the Drier which 7 am tablane wilt 
interest you in the methods used in its compilation. 

At the bast meeting of the national board of diveovors 
of the Chamber the executive committee was requested to 
Preparc 4 Drier in relation to the terms of reference of 
this Commission and present it to you. I may say that 
implemented the basic Tiscal policy of the Ganadian Chamber 
or Commerce edopted at its annual general meetings of 1942 
end 1925. For this purpose the executive appointed a 
special committee which compiled a draft brief. Because of 
its importance and national interest in the problem, we 
decided to poll our entire organization membership. This 
membership comprised at the time the poll was taken some 
155 member boards of trade and chambers of commerce in 
poed Suanding as Listed in the appendix to ‘the brier. 

in the poll these member organizations were asked 
f oney would concur in the principles réleting to equality 
Se ese bLon, 28 expressed ‘in the (corm ene OF the 
boven found On page twenty. The replies to this. poll ane 


set out in the brief -on page twenty-six. Some sighty-nine 


pe 


mamber organizations, or two-thirds of the active paid 
up membership, answered in the affirmative. Accordingly 
have. pleasure in placing this brief before you with 


this authority. 


As concurrence of the member organizations in these 
recommendations provides the only mandate which we have 
to speak on vehalf of our members we do not believe we 
are at liberty to answer questions apart from giving 


Paplenabions on the body of the brief itself as none but 
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the three fiual recommendations were presented to the mem- 
Dero. However, should the Commission desire) further 
eniigntvenment in regard to the Chamber's recommendations 
we shall be only too glad to obtain for you the views of 
Gm eCxscutive comittes or to relay such questions once 
again to our organization membership. 

i shoulda like to follow these remarks by reading the 
Prec aes TOLour Drier . 

"Tv 18 to be expected that when peace comes the Domin- 
ion Government will be compelled to raise in taxes an amount 
far in excess of pre-war requirements. It is estimated that 
fais excess will very probably be more than one thousand 
Melon dollars annually. «In order that so preatqea purden 
nay be carried by the: citizens of this country without 
crippling effects on business and the creation of unemploy- 
ment, tax inequalities as between citizens should now be 
scrutinized more closely than ever before. 

"With the coming of peace we will be faced with an 
entirely new get of conditions. The important objective 
et, uMeat? time will be that of finding employment, not only 
for those presently employed in the production of war and 
Pmwilian, goods, but also the reemployment of our Service 
men and women. This obligation places a heavy responsibil- 
Pty nos Only on large enterprises but also on the vast 
number of small undertakings employing one or two workers. 
Taxessthat ereatly influence business operations. and 
6émployment should be eased to the eatest possible ex- 
bens an order that bieh levels of production and employ- 
ment may be encouraged in the important pcst-war recon- 
mreron period, Mo ithis end the present tax inequalities 
and anomalies should be removed. 


WtwWe should like to make clear our belief in the 
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Pemocrat.® Lien of adil Canadian, citizens 7o trade: with, 

Or tErougn, tany lesel form of oreaehizeation according to 
Sheir choice. Finally, we believe all trading and business 
Organizations should receive equitable treatment under 


Canadian tax lews, whether their legal form be one of 


peivate, partnership, cooperative, mutual or corporate 


"Convinced that it will not be possible to find employ- 
ment for all of the Canadians who need work, until the 
structure of our tax system has been revised with a view 
to making maximum employment possible, we present this 
brief on behalf of The Canadian Ohamber of commerce.’ 

iomay say Mes We Ba Scott, hue, 1S present, ashour 
counsel and if so desired by you gentlemen will read the 


DeLet. ALSO) Presenv wisi hiv. 2. BH. Sutherland. whe. is 


Manager of the Research Department of the Canadian chamber 
of Commerce. He willbe glad to answer any questions or 
interpret any expressions in the brief which may not be 
esitirely clear to you. FT might implement my remarks by 

\ saying that the entire brief was sent to the membership 

~ the Chamber of Commerce. It is on that brief that 

they expressed their views. 

Tin CHATRMAN: “Mr.Scotbp will you read the prier? 

{ fancy that is about all we have time for today. 


MR SCOURY “Is 26 your wish that © proceed? 


THE CHATRMAN: Yes, but we will stop at half past 


MR SCOP?! “4 
"To the Chairman and Members, 
The Roval Commission on Go-operatives 


Re Vin vroduerion 


% "Inequities inevitably exist in a tax system such as 
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Ghat of Canada which has developed piecemeal over the 
years. Although wrong in principle, in pre-war days the 
anomalies and inequities in the tax burden did not bear so 
onerousiy on the economic system nor work unbearable in- 


L 


justice upon the taxpayers of the nation. Both individual 


and corporate income taxes were a mere fraction of what they 


ere now, Buy voday with ianeome and excess profits taxes 
taking away from 40 per cent to nearly 80 per cent of net 


Corporate e4rnines: and So Jlatee-a share of andividuad 


= 


moeomes, othe meed for an equitable distribution of the 
tax burden has become of prime concern. 

"The problem of taxation is not, however, something 
meculiar to the present age. Throughout recomed history 
nan has bsen actively concemed over ths share of his 
income taken by the tax collector. 

The economic and social system under which the 
Ane lo-Saxon people developed the highest standards of liv- 


ime and of gpevermment), was created step by step ae men 


aovenG FOr responsible porermment, the removal of specie 
privilege, equality of taxation and the right to work and 
no live in freedom under the law according to. individual 
choice. The most treasured documents of British history, 


Magna Carta and the Bill of Rights, were mileposts in the 
poad tO achievement of these democratic rights of the 


\ 


"Under this democratic system, there developed cer-= 


Gain basic concepts of the relative position of the 


mM gnd DHE "CLULZen 20 the Natilondl ecomomy and the 
rights and responsibilities of each. These concepts in- 
elude certain principles of equality of taxation which 


Adam Smith in his ‘Wealth of Nations! has enunciated as 
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follows: 


"he SupjJects OF every State ought to contribute 


towards the support of the sovernment, as nearly as 


possible, in proportion to Eheir respective abilities: 
that iS, in proportion to the revenue which they res- 
pectively enjoy under the protection of the state. 


A 


Tie Sxpenso OL seovermment +O tie individuals of 4 
great nation, is like the expense of management to the 
joint tenants of a great estate, who are all obliged 
tO contribute in proportion to their respective inter- 
Ccls ii bie eetave.. En the-.opservation or neglect or 
this maxim consists, what is called the equality or 
inequality of taxation. 

"The power of taxation is rightly regarded as an 
instrument for raising revenues as economically, expeditious- 
ly and equitably as possible with due regard for ability to 


pey.  iInequitabie taxetion can as effectively destroy any 


fi.ven Lorm Of enterprise as can outrieht confiscation. 


"Review of Tax Structure 
"We ape conscious of the pervading influence upon the 
national economy of taxation policies and of the inconsis- 
Lencies In the present tax structure as a whole. Thales an- 
cludes the application of the present tax Structure to the 
taxation of cooperatives and mutuals as well as to all 


GUner taxpayers. Tere Le arecnt: weed Tor consideration, of 


bne Tespective Ticlds of taxation of the dominion and 


provinces and a revision of our present tax system oto 


scure adequate revenues to meet the increased expend- 


} 


Ww 


itures of the government 'for heavy war debts and added 


Gial services already or about to be undertaken. At 


Oa 
© 


the same time there is urgent need to increase the 
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investment of. risk capital and encourage business to ex- 
end “and Tucrease oroduciaon. fb 16 only through The ine 
ereased production of goods and services that maximum 
eMpLoyment Cah be Maintained, the standard of Living raised 
and sovernment budgets of the future met. 


elke GROWT ie 2 OR OG CO- OPERATIVES 


Beginnings in sneland 
"*Gooperatives and mituals in danada are part of a world- 
vide development which originated in England in the nine- 
seenth century. Therefore, at the risk of appearing tedious 
ey repetvinge Tacts already -Tamiliar to you, we outline 
briefly a history of the cooperative movement as relevant 
icokgeround for the consideration of the present situation. 
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"east year the democratic world ce keprated the 
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hundredth anniversary of the 
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ful cooperative 
Venture, the *Rochdale Pioneers’, In 1844. im Rockdale, 
England, some twenty-eight weavers opened the first 
successful consumers! cooperative store and from that 
modest beginning has developed the world-wide movement of 
etay. hey Deegan o& Venture in trading whereby consumers 
joined together in an association or society to provide 
eoods and services for themselves at net costs Lowes than 
could be obtained in the open market, 


"Under the Rochdale pian goods were sold at market 
prices and income from operations, after deductions for 
expenses and reserves, was divided among the members in 
proportion to the volume of business seach had done with 
the society. Rach mefiber thus found it in his interest 
to purchase from the society in order to obtain the pat- 
ronage dividend or '‘divi' on his purchases. ‘The mem- 


bers considered themselves mitual traders and the making 
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Of profit was mot contemplated by the society apart from 
bie Sevyines [oO the membership. 
*The cooperative movement fron its modest beginning 


has: become, after a century, a large and prosperous treding 


ae pts 


ve 


organization in Britain. AS the Societies erew they ex+ 
Pande Tisitim 2acllivilies to amclude the production of the 
goods’ dealt in, and the processing and. marketing of pri- 
mary products .« Todey the British Gooperatives have ‘a 


Membership yor avouL Nine midiion end. sales in Drekion 


dollar figures. 


wPranciples of Cooperation 
MALUbOueH the forms of Organi Zation and even ae 
WjSOtives Of COOperative associations amd societies: vary 


nature of the trade 


er 


Gh 


}. 


widely according to the location az 


OF DUSINeSS, certain. practices developed over the years 


have assumed the effeet of rules with some degree of 
uniformity, namely: cooperatives are voluntary organiz- 
ations; each member has one vote in the affairs of the 
society irrespective of his investment in or the volume 
Of his (business with the society; met income of 2 


society in whole or in part is distributed among moers 


Ge 
ks 
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in direct proportion to the amount of business they have 
done with the society; goods and services are generally 
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sold at prev market prices; and active educational 
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programs on Gooperation are maintained, 
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WAS the cooperatives inerease in size 
contact between management and members inevitably dimin- 
shes. the reduction of personal contact between mem- 
bers and administration places increased responsibility 
and control of the business in the management and mem- 


Ders Decome: in Gifect, Simply participating customers 
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or patrons, The larger cooperative organizations necessar- 
iiy become move and more simiiar in form of management and 
mevhods to ordinary trading firms or joint stock companies 


carrying on trade or business operations under similar con- 


“Qbservations on United Siates Inquiry 


win L957, Presicent Roosevelt appointed a Commission 
of Inquiry on cooperative sniterprise in Furope, to study 


the development and treatment of cooperatives abroad. gome 


sxtractie trom he 1957 report of the Commission present an 


interesting comment on certain 


sev) 


spects of the cooperatives 
ib. Hurope .” 


THE CHATRMAN: I think you can pass that. We have had 


NEtLs TAX POSTION OF COOPIRALTTVES IN SRITAIN 


"Until L9S5 the cooperative and mutual Ssocietiss in 
briveain.were free from taxation, except on lands and ‘build- 
mes Owned by them. That is to say, thelr trading orotic 
OF SUPpPLUSeS Were NOL taxed. The early cooperatives were 
organized and incorporated under she Industrial and Prov- 
ident Societies Act, and the tax exemption was presumably 
eronoed UG tiem as charitable or Daileantiropic nom-proi 5 
organizations.” 

£ think Ristorically wnat goes pack. 10 whe reld 
OTieinead [Plendly SOGisties in the time of George Gil. 

ihe Sxempcions Continued While they developed ante 


important business enterprises transacting an increasing 


PeLrveiivage of the commercial Operallons cr tie councry. 


“Harly Steps towards Removal of Exemptions 
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Min 1019, &@ Royal Commission on Income Tax was 
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appointed to inguire into the British income tax in all 
10S aspects. It is interesting to note that one of the 


reasons for the appointment of the commission in 1919, was 


Presumeapiy the Gonmission has had that submitted in 


Prev LOGS UME ia Son tr Wall not Aread it. 


wie Tepresentaca ves cor wnoolesale end retail merchents 


before the Commission urged that the cooperative societies 


were independent legal entities, that these separate 
SuuLules were bie exclusive owners of their respective 


‘i a = Speen aural tee re eel eg es a x = 2 a = — ‘ oe Be) 
businesses and assets and that the sale and purchase of 


oods was an independent transaction by the socisties with 


the: members. They further pointed out that the cooperative 


oransacted a. large volume of business which being tax exemp. 


representsd a serious loss to the national revenus and an 
injustice to other income tax payers by subjecting the 
focuek Or Unter DUCISIS. and Uniair competi cic. 


"The COMMISSLONerS in a majority report stated: 


treated exactly as a limited liability company trading 


it} Simitear circumstances and’ under similer conditions 
and if our proposals are acted upon 16 will be neces- 
Sary to amend the existing law in so Tar as it Gon 

fers special exemption on cooperative societies,' 


tNo Legislative action was taken on this recommend- 


abi0n at that time but we should likes to draw atvvention 


bo the fact that the Finance Act, 1920, section Se, sub- 


section 2, (corporation profits), after providing thav 
Hie. PRorThus be which the tax 158 applicable are ihe ipror= 
its of a British company carrying on any trade or business 


or any undertaking of a similar character, says (sec. 53, 


Bee. 2) profits: shall be the profi ts and gains determined 
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oh the same principle on Which the prorits, and 


gains of a trade would be determined for the purposes of 
eshedule.'D! witha proviso Ghat for the purpose of this 
pert oO. thie ACT 

'(h) Profits shall inelude in the case of mutual 


brading concerns the surplus arising from trans- 


actions with members!. 


"Removal of Htempbions in 19383 


Pi Cherycar Loe Cheseovernments im Visw iol) tie ans 
ereasing volume of the cooperatives’ business operations 
and of the successive increases in tax rates, appointed a 
committee of Lhe House of Commons to inquire into the 
position of the cooperatives in relation to the income tax 


anc to make recommendations for the alterations of the 


7 


: 
law 


tAfter hearings at which, among others, officers of 
toe Inland Revenue appeared, the committee unanimously 
agreed with the majority report of the Royal Gommission of 
LOL ondeit Shelreneport they said in parte 

You, have had that. 

THE OHAIRMAN: You can pass that. 
MR. SOOTT! Except I do draw attention to page eight, 
the reference tG the a of paragraph 506 [mom tie 2920 
report which is expressly approved in paragraph 21 of the 
1932 report. In many of the previous briefs I have seen 
todo mot think than paragraph 596 Has been quoted Lextualin, 
DO you want me to read it? 
Pat GHALRMAN:. YOu €an Tread it tt you please bu we 
Baye abl Tread that report. é 

“The Pinence Acs Of 1055, Part) 1i--[n0ome) Tax, sechuon 


wl, g<ave effect to these recommendations.” 


pL45 ,304,000 to $352,786 ,000. ( 


DaO0— Mr. gcobvt 


We Se OUG Oi pages eleht and nine Lhe text of the 
statutory legislation passed in England following the par- 


P-orenbary GOMmmIitbee, What brings te td page eleven, part 


iV. OO-OPERATIVES IN CANADA 


Sharly History 

"1G 18 well known that im Canada the first consumer 
pooperative Was started in Stellarion, Nova Scotia, im 1667, 
by some miners who had formerly been members of an English 
society. Both producer and consumer types of cooperatives 
in Oanada haé a long but relatively unimportant development 
Until the nineteen twenties. In that decade the farmers’ 
producer cooperatives in western ganaca expanded and by 
gvoO had Secured an important. place in the handling of 
erain, with a membership of 140,000 and grain receipts of 
139,000,000 bushels, The growth of all cooperatives showed 
a marked acceleration in the twenties and thirties and an 
even more Tepid expatision during the war years. for which 
CTlegures are available 

“The fissures for all cooperative business organizations, 
as reported in the Genada Year Book Show the accelerated 
growth between 1952 anc 1943. The number of associations 
iicreased from 795 to 1,675 aud total business from 
Appendix A, page 21). No 
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Complete data are available for sub t years but that 
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[he trend i168 continuing is apparent Trom recent annua! 


Feports of cooperabives. 


"Growth Under Tax Hxenptions 
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"The term ‘cooperative’ has come to be used in a very 


loose sense for income tax purposes. Infact it would be 


possible for some commercial enterprises to adopt the 
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POOCPper ative TOrmvor witle for the purposs of obtaining. the 


bax Oxempiilons contaimed in the [ncome War Tax Act. .Co- 
CMe TAataAves May COLLsctiog Homing h membershnao Tee of-as 
Peo Le as (One Gclian Prom tielr “us pomers! por “members 
srovonereby Guality for tax  eremptionv although carrying on 
omiinary commercial operations. Others like the western 
Wacet pools whith prior to 1950 presumed to. be purely 
farmers’ srain marketing agencies, handling their grain as 
eeents Or factors with an obligation to pay the producer 


the market pri 


i 
2 
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of the grain, less handling charges and 
ecntributions to reserves which remained the farmers! prop- 
erty, have since become largess commercial businesses, They 
buy from the farmer and sell on the market having the same 


control over their assets and following the same practices 


influences were contributing to the development of cooper~ 
ati ves but One conclusion seems reasonably clear. After a 
SLOW Pate of growth over many decades the rapid, expansion 
of cooperatives and mutuals in canada has been substan- 
biaitly enhanced by their exemption -from liability for 
income taxation. The record supports that conclusion. 
Voile this position of Special privilege is maintained the 


Sxpansion Of GOOpEeTavIVe and mutual associations witli con- 


pelle, Leading finelily bo che removal of e considerable 


vert of the commerce of the country from the taxable to 


rene 4 ° 


bae tax-exempt form of business organiza 
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shoulGering of additional’ burdens by the taxpaying 


"Cooperatives and mutuals are using their tax-exempt 


surpluses to attract business, to expand their operations, 
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DO DUY) OUD tax-paying competitors and to éenter an ever- 
MEgenine Licid of commercial and. industrial activities, 
mMax-—paying enterprise cannot indefinitely compete 
with-exempted enterprise and this Giscrimination must inev- 
tuabily teed to concentration of business operations in .those 


Privileeed Terms Of organization. Tats is not in the, con= 


THe CHALRMAN: Mre Seott, J] think IT might suggest that 
possibly tHe rest of the brief could be read before tomorrow 
morning. Then you could put Mr. sutherland in the box to- 
morrow to establish such facts as you consider necessary. 
ao LS n0u seacy Tor you tO read and, Lt, is not easy Ter us) 20 
Jisten at 4,30 in the afternoon. How does that strike you, 
We. Parker? 

ie PARKER Theat 1s qubtve all right. dd Shoute Bike 
bo have a clear understanding aS tO what witness is coining 
to be put in the box in order to verify certain statements 

THE CHATRMAN: Mr. Sutherland, I understand. 

Wie DUTT: Me, Sutherland is here. We will pus him 
ia Mow ig you Tike 

TH CLATLRMAN; No, tomorrow morning. I think we will 
aé journ ab this point. 2 do nob think you will feed to 
Continue reading the brief. I see that everybody in cours 
has a copy so that we do not need to go through the labor- 
2OuSs process Of reading 10. Mr. Sutherland will be here 
Peeve MOeIne 86 Oo VOhock. 

MR. ParRKaR: There was one point in the statement 
mecae by Mr. Crabtree in reference to the way in which. this 


brief was circulated across the’ country which I wanted him 


Dia GoOrl® You Bad bpetuer do that mow. 


<a tencle oe 


iaA ine tae supe a” Hg 
| A> 
Aa ij : or 7% a> on mh ‘s hehe 


; i. 
fi ety re ae) te we 


' es 
Sime — - 2) y | At as 


S ee a _ rm ¢ sage - 
’ ’ 7 
rh Pane yoy Aws 06 : 
: 7 - 
in ae . yo ; b I "ts@ aoe ? 


VAs Hi 
ar : a ae -S - 
Soe ih ae oetearh’ iia «(ew 

2 gee na 


; eae . eas a as orl (eu 
; ea Sf a 
= : i «oe \° ae » gga ze 
by a | ; | i & s ce pe pla 7 


AUD Wye Sere 
oul 4S 1e. 


pl - ms | 
_ | a J 8 Sear 
i 2 ee een S Serr 
: : 
i 7s aoe F : ‘a ne o¢ Vipas 
. 1 pa 
yae bol Weak i » ie ee A eR ee 
- og, el \< is, - ae ie a 
2 : rib, ee fy coigeae’ at 
A 7 


; ¥ ‘ - e a“ z. ‘ . 
Sea's ey - - ie a. . etait ey: n 7 8 i, a as) Le Lo c 


@ - - ® j 
oe tine < (eit aa 


. 7 
< = en : 7 
y — : Fa ae : ered mo eae? Gi. sae ri: x ~ 
| meirhs i Hay sis) °C rs eo ri) Oe) c et x Yt 7 
; Ti M a 
_e ” a a ~ 


Se. 57 Sy ae 


| MR. CRABTREE Ss Me. Sutherland is fully familiar: with 
Mh. Sarikei ne can explarm tu thats as quibe ali 
Piebt. Ll Mmigh> point cul what J Bavel’adn mind. 7] have 
> ak cormation whien leads me to believe that although 4a num- 
bee of boards of trads asset Torth in this table have 
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eo Soved Of Ther braer PP understand cheat meny acrimonious 
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debates took place in various boards mrade aS to the 
contents of the brief and that in some cases it was adopted 
by @ Very uerrow margin which is a different thing from 
MUEMIMOUS Consent. « 

MR. SCORPT: I do not think we know what took place in 
Ene Local boards « 

MR. PARKER: \.[ want, to know about the sponsors of the 

Me eeSOOTis You mes, for instance, in Halries? 

MR> PARKER: No, Tido not mean for instance in Halifax 
ab all. I merely point that out so the gentleman will be 


Prepared. oO answer wt. and’ not be Caught by BurpRise, 


es. FOL ON Ob COOPSRATIVES IN CANADA 
uDevelopment of Present Status 

‘iD Une Orpeinal fncoome War Tax Act of Loly.. mo “sceoias 
exemption was granted to cooperatives, Exemption from 
income tax, however, was granted to 'tmutual corporations not 
having capital represented by shares, no part of the income 
WoLeh “anures bo amy member. .a'.' 

MPS cooperatives; through Gheir Union, meade represenc= 
ations to the Income we Commissioner that they were in 
sr1cct mutual mon-profit organizations and that tprofits' 


from business operations with their members were not’ com- 


Parable to profits of joint stock or private companies 
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Irae WL bhe Dubie... Th LOL by, a auling of the 


A 


LSdMOLLULSe In arriving at taxable income, but that all 
Gune®. nev) profits were: taxabbe, After further representa 
2008 and @ Member or Gourt. decisions, the Income War Tax 
Act was amended in 1930 by adding subsection (p) to section 


J. 


4 of the Act. Subsection (q) also was. added to section 4, 
extending the exemption to incomes of banking institutions 
organized under cooperative provincial legislation. 

wit is worth remarking that when this s.s..(p) of 
section 4 of the Income War Tax Act was introduction in 
verlLiament there wes: only brief Giscussion on bhe Sup- 
fech, as recorded in Hamsard, pages: 2507 and 2640 for May, 
1920, Hpostentliy s ohere was, Litide enticipacaon or pic 
Ssienificant effect this exemption would have upon the 
netlional revenues as cocperatives developed in size and 
muiGioers endyexpeancsd lneo new Tislds of operation. 

"These amendments to the Tncome war Tax Act, however, 
6 not established the position of all cooperatives and 
whbeir subsidiarhed it »mespect.or Liability for ineome. tax, 
HOMINISTraAtive interpretations of the meaning of the sec- 
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tion 4 have been in dispute, with resultant doubt as to 


oO 


bie DOSTU LON Of Some cooperaviyvoes, 


‘There are mineny types Of cooperalives Or mutuals of 


Size and opportunity Lomarvivrere Ceci sions py 
the Minister as to whether or not one or other or all 


juUall y for the exemptions under the Act. 


t wPresent Svatus 


"Section 4 of the Income War fax Act exempts from 


ivability for taxation the incomes of certain persons and 
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zations, among others Cnose specified in subsections 


b De 
are 


ae 
(p) and (q). These four gubsections, we believe, 


Wpes of cooperative and mutuel organizations 


the subject of the present enquiry. 


"She 2Or Minnie. COPPpOret hones net having & Capital 
Mepresented by shares, no part of the income of 
which inures to the profit of any member vnerect , 
CTs re lad! 

'The income of such insurance , mortgage and loan 


a 


Ci 


sociations operated entirely for the benefit 
Ol Larmers as are approved by the Minister: 
‘The income of farmers’, dairyments, LAVesSbOCck— 


men's, ‘fruit growers: poultrymen's, fisherments 


and other like cooperative companies and assooia- 
tions, whether with Or without share capital, 


Organized and operated on a cooperative basis, 


which organizations 


Q 


(a) market the products of the members or share- 
holders of such cooperative organizations 
Under en obligation to pay to them the pro- 
ceeds from the sales’ on the basis of quantity 
and quality, less necessary expenses and re- 
serves; 

(b) purchage Suoplies and equipment for the use 


=) 


or such members under an obligation to tum 


Such supplies and equipment over to, them at 
cost, plus necessary oxpenses and reserves. 


‘Such companies and assoclations may market 
l6¢ produce of, or purchase supplies and equip- 
ment for non-members of the company or associa- 
tion provided the value thereof does not exceed 


twenty per centum of the value of produce, 


48 Soren Ne. Scout 


Supp Liss Of equlivuinent marketed or purchased for 
the Members or shareholders. 

MRLs exemption Shall exvend to companies and 
aSSoOClations, owned or controlled by such co- 
operative comoesnics and associations and organized 
DOr DHe DuUlpoOs6 Or Tonencine Uheir Operations. | 

s.s.(q) ‘The income of any banking institution organized 
under cooperative provincial legislation which 
derives its revenues from loans made primarily to 
menvers. Presiding within the territorial Limits 
Within the province to’ which the institution 2s 
Peeirr cred Tor the carrying on of 20s Susiiese<! 


raz 


"The wording of the part of subsection (g) quoted 


ray 


above rerers broadly to mutual corporations without speoiy- 


ing any particular type of business in which they may en- 


"Subsections (q) and (i) referred to include only 
broad definitions of the organizations which are eligible 
for tax exemption under them. No clear line of demarcation 
iS drawn between what constitutes a cooperative and a 
mutual company. In the absence of such clear definition, 
it is our intention that our submission Shall apply equally 
to all organizations claiming under subsections (g), (i), 
(bp) and (q) quoted above. We do not intend this submission 


EO oappiy to life insurance companies. 


“Organization anc Business Methods of Cooperatives 


tWhether organized with or without capital represent- 
ed by shares, most cooperative organizations carry on 
ticir trading operations with their members and others in 


a manner similar to other businesses in similar fields of 


enterprise. They buy goods from their members and sell them 
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im the-scpen iarket;,or they buy goods in the open market and sel 


them to their members. These trading operations of buying 


end selling are carried on through \a legally incorporated 
entity separate from its members. Its members enjoy the 
ccie Immunity irom personal Liability for the acts of the 
Gooperative as do the shareholders of other legally incor- 
porated companies. In all these and other respects these 
trading operetions are carried on in essentially the same 
manner as the trading operations of any other company im 4 
Similar line of business. Few operat? as mere agents Lor 
their members, 

YCOOperaLives are private enterprises carrying on their 
trade or business for the profit of their subscribers and 
Members. “FProg@it OF gain can be in other forms than ‘cash 
dividends and it is a matter of business policy to be 
decided by those who own or control the operations of any 
Duciness just what form of profit is sought. “There is no 
legal impediment or compulsion upon any company, cooperative 
Or otherwise, to operate with or without making a cash prof- 
it which would represent taxable income under the Income war 
Tem fob. THe prorit or gain sought by members of cooperat— 
ives is to secure for themselves goods or services at a 
tower ney cost. than they can secure similar goods and ser 
Peces elecwiere in the, Open market. 

"in Order to realize this: Provise,. GCOCperatvivess pay, 
Conc. Ge income resulting [rom their trade om business 
dividends to their members according to the magnitude of 
their respective transactions. Such ‘patronage dividends! 
Wen peid ZO members or other persons on.account of and in 
Hropertion to the magnitude of their transactions with the 
cooperative are claimed to be adjustments of price with 
tea ’customers and to constitute a discount, rebate or 


bonus, in respect of the price of goods sold or bought, 


ey 


Ria ait iy pi eee ‘ 
; 2: a 
a ee ne ee 


i) 
or 


the case may be. 
wVany 
to 


their suoseribers 


Tra 
BEE 


che Surplus <is 
mee, Tuture continegs 
business through re 


acquiring the assets 
ecriver or member of 
ReHhUIAY any. part, of 


ticular transactions 


more claim upon such 


=| 


incorporated company 


nis compan) 


"Under the terms 
Excess Protits Tax A 


to members as 


Surpluses retained by cooperative 


asscclations are exe 


IMG rectly, (tis; 2s 
poeuss Ol-all other +t 


Unere dy PLOPOL TLS 


NComparativs 

wExemption from 
and mutual companies 
lower than they are 
Porseceple Tuture. 
Sole in. principle, 
national revenue, ne 
eompetitors and othe 
SxCess protits taxes 
SO per 


cent of corpo 


cooperative 


ained by the cooperative 


esinvestment in 


‘patronage 


Position an 


€ do not distribute all their income 


j2iswiaes “ent 


= 3 


anad members in this manner. 


as reserves to 


and for the expansion of the 


neies 


added facilities or for 


of competitors. lividual sub- 


cooperatives cannot specifically 


= 


Wiis. Surplus In relation bO- his war 


with the cooperative and he has no 


surplus than has t] reholder of an 


+i 


tne undistributed surpluses of 


upon 


~, 


of the Income Wer Tax Act and the 


ct (1940) both the income distributed 


dividends: and the undistributed 


and mutual companies and 


Cpt Lom LiapLiity. Lor) mucone. tac. 


a subsidy to cooperatives at the ex- 


axpayers whose share of the tax burden 


ROvELY (Cre ascd.. 


nd Effects. 


income tax was accorded Lo cooperatives 
iG "a-Deriod When Une wtex raves: Were 


at present and probably will be for the 


These tax exemptions, although inequit- 


did not tien bear so omerousiy on the 


cr work such relative injustics upon 
yr taxpayers. Now, with income-and 


taking away 40° per cont Towed y 


rate net earnings, the inequity is 


4b. 
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severe ceuough tO induce @ change in the business structure 


of this country, unless remedies are applied in time 


minese high tax rates throw into bold relief the inequities 


and anomalies which have developed in the tax structure 


over the years. 


"Tt LS anticipated that taxes will continue at yatative- 


= 


iy high levels after the war in order to meet heavy war 


Genie and. the imcredsed expenditures Tor additional soca 


perviees already assumed or about to be assumed by tie 
= | 


government. It has been estimated that federal budgets 


afver the war may be three and perhaps four times those 


al 


of pre-war years. In the circumstances every effort should 


5 


ing the tax burden justly and equitably among all sectors 


or tie .cconomy. 


"The post-war objective of government and business 


will be the maintenance of maximum employment and the pro- 


Pemwen Of 6 cieine standard of living for all our people, 


Taxation policies which now influence practically every 


financial decision made by buSiness management, will need 


to De framed so as not to discourage saving and the free 


elow of risk Capital to the end thet trade and business 


e directea toward broadening the tax base and distribut- 


Will expand and increase oroduction. It is essential that 


there be a steady and abundant investment of private ~ 
funds in new capital equipment for the maintenance of 
long-term Stable employment at high levels. 

nthe tax exemption accorded to cooperatives and 
mucuals imposes a disproportionate burden on their tax- 


able competitors. Tax-paying enterprise cannot indef- 


initely compete with exempted forms of enterprise when 


foxebion iS ab current levels or at the levels probable 


in the postwar period. continuation of the situation 
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broughs about by these exemptions will tend to encourage 
organizations Classiried ae Varapl@ tO convert, where poss- 
Able, 1to a form currently classed as exempt “from income 
taxation thus increasing the burden on all other taxpay- 
ETS » 

whithouch the Income War Tak Act regards*an incorpor- 
occu COmmany tas -aemerson for whe purposes ‘of taxation, the 


4. 


Gea i burden of taxation amposed upon the conpany cannot be 


separated from tne individuals who gre associated in one 


way or another in its operations as customers, employees, 


and shareholders who, between them, conuribute and receive 
(or hope to receive) a part of the income of the company 
feyom which the taxes are taken. This fact is important in 
considering the question of ‘taxation as nearly as possible 
Ee DVOpOLoicn VO their respective abilities" as it applies 
vO the taxation of companies. When any particular form of 


Pe2cine Or pusiNesSs Orgzanizeavion (such as cooperative ‘and 


mutual companies) is exempted from taxation which is 
imposed upon other organizations then it 1s not the com- 


pany which is relieved of the tax but the subscribers, 
members, employees and customers of one kind of company or 

rganization who are exempted from taxes which are imposed 
Upon the shareholders; employees and customers of other 
enterprises. This form of tax exemption ignores entirely 
mie resvecunVve Aabtlilies or She individuals concemed U6 
pay taxes and therefore violates the first principle of 
equivable taxation. 


WAoolication of Income Tax and Excess Profits 
te LOLOCOpeTauives-and all persons other 
than Cooperatives. 


The problem of determining what, in the public inter- 


eso, would constitute a just, fair and equitable basis for 
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the application of the Income war Tax Act and the Excess 
Profits Tax Act (1940) to cooperatives and persons other 
Mame WOONSrauLves, In Our Opinion, 18s very lareely a matter 
of determining how to deal with the payments made by co- 
Operatives commonly called ‘patronage dividends! in. com- 
puting the profits to be taxed under these Acts. 

"This has been dealt with in the United Kingdom by 
ellowing ‘patronage dividends' paid out to be deducted from 
Profits as a trade expense thereby exempting such payments 


ry 


EroOm taxation in the hands of the payor, But in Ganada to 


deal only with ‘patronage dividends! in this manner would 
rcooult Aneenv application of tie -meome War Tax and igzeecss 
1s) ’ 


Prolite Vax sole whieh, in our opinion, would-be far rom 
just, fair and equitable to persons other than cooperatives 
end mubvelLs. “Phig inequity arises largely from the fact 
that under these Aots as they now apply to persons other 
than cooperatives and mutuals, all distributions out of 
income as dividends are taxed twice; once in. the hands of 
uoe COMpany and again in the hands of the shareholder 

twe wish particularly to draw to your attention that 
mie Couple taxaulon. of income digtribubed as dividends 
Cee mol SxiSh im the United Kingdom where ‘tpatronage 
Oivicends't paid out are deductible as an expense under 
bone Finance Act. 

*MUnder the Act the absence of double taxation on 
Picone dastriputed) as»divyidends aud the exemption of 
‘patronage dividends' from taxable income by permitting 
their deduction as a.trade expense is regarded as being 
equivalent treatment on a practical administrative basis 
and therefore to be an application of income taxation 
which is just, fair and equitable to all forms of business. 


In our view the exemption from taxation of tpatronage div- 
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toends* cannot properly be considered independently of the 
Hes1S OD Willem Cuner Income distritwtved as dividends is to 
pe taxed . 
VE. CONCLUSIONS 

nSumarizing the foregoing, we submit that all trading 
end business Oreani zations, cperatine in Similar circun- 
stances and under similar conditions, whether cooperative, 
Mutual or OtLherwige, should be equally subject to the 
mecome War Vax and Excess Proiite Tax Act on profits oF 
Por piusss resulting [rom their opsravions, for the Pollow- 
moe reasons? 
oy Tne prerit or surplus resulting from the trading and 

business Operations carried on by cooperative and 


MU Dual Companies and agssooLavions 18, an fact,/a Uxue 


trading profit. 


(2): ‘Exemption of cooperative and mutual companies and 
associations from income taxation is inequitable be- 
Cause Mu ineredses the ehare of the, tax “burden om 
Other taxpayers in Similar trades or businesses with- 
Cue Deter co bHeLY Tespecu Ive BbL Litres vo pay. 

(3) ‘'Pax-pavine enterprise connot compete with tax-exempt 


Siperprise With taxation av present levels or at ule 
levels which will prevail in the post-war period. 
Tax @kemption of cooperatives and mutuals discourages 
business expansion and investment in tax-paying enter- 
prise and thereby lessens opportunities for employ- 
ment. 
(4) ‘Pax exemption for varticular forms of enterprise 
will eventually lead to greater concentration of 
| trading and business operations in those privileged 
forms of organization. This is not in tne national 


interest. On the contrary such a narrowing of.the 
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(5) ‘Compared with the tax exemption granted cooperatives, 
the PPOLrlus Of Ssurpitises: of “Oiner companies, worries 
exvemiu they ere paid Out eS dividends po shareholders, 
are Taxed twice, Once in the Neands of the company and 
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Aca tae the hands of the shareholder. This) is 
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VII. RECOMMENDATIONS 


"The Canadian Chamber of Commerce believes that 
in the public interest a just, fair and equitable basis for 
the application of the Income War Tax and the Excess Profits 
Vax Acts to all persons carrying on business whether organ- 
ized as corporations, cooperative or mutual companies and 
associations should be upon the following principles and 
the Chamber recommends: 

(a) ‘tThat all persons carrying on the same or similar 
businesses in Canada be subject to taxation on the 
same basis under these Acts and be subject to the 
Same administrative rules ‘and regulations in comput— 
ing what shall constitute taxabie profit. 

(b) 'That the double taxation of income paid out as div- 
idends which the present Income War Tax Act imposes 
on all persons subject to taxation thereunder be 
eliminated. 

es ‘Theas Unoil such double taxation of all income paid 
out as dividends is eliminated, the ‘patronage civ- 
idendst of cooperative or mutual companies and _asso- 
ciations be dealt with in the same manner as all 
other dividends which are not now exempt from tax- 


| ation as income of the payor. 
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X. SUPPLEMENTARY STATEMENT 


"By the Executive Committee of the) Canadian Chamber of 
Commerce . 

"This memorandum is appended by the executive committee 
of the Canadian Chamber of Commerce as a supplement to the 
brief considered and approved by a majority of the member 
boards of trade and chambers of commerce. It is intended 
as a2 supplementary statement on the practical application 
Ore thesdncome War Tax and Pxcess Profits Tax Acts’ to co= 
operatives and all persons other than cooperatives. 

"Having come to the conclusion that all cooperatives 
and persons other than cooperatives carrying on similar 
businesses should in the public interest be equally sub- 
JoCL. Le Teka nlon Of prOTItTS or surplus resulting trom 
Peesent Income War Tax and Pxcess Profits Tax Acts can be 
applied on a just, fair and equitable basis to all such 
cooperatives and other persons or what amendments to the 
said Acts may be necessary. 

TAXA DLe PeOlL igs Under these Acts are based Wpom an 


eniuel-ac counting. The taxable profits of any Company ane 


an accumulaticn.of trading profits from numerous trans- 


actions. These must be transactions completed within the 
taxation year, that is to say, there must be a purchase 
and sale of goods or Services and the purchase and sales 
prices must have been established on a determinable basis. 
In the case of dealings by cooperatives with their mem- 
bers, the basis of their agreement is that the price, as 
between the cooperative and its members, is not estab- 
fished until the cost of the transaction can be ascer- 


tained. This is done by agreeing initially upon a pro- 


visional or billing price (which may be more or less than 
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uae Tine! price of Dne gecds, and Jater adjusting it through 
Budascount rebate, dividend or ponus. Therefore, until this 

discount, rebate, dividend or bonus is determined in res- 
pect of any transaction it could be contended that the 
Hransaction is not completed and consequently that no tax- 
able profit thereon “could be determined. This, in general 
veriis, appears to accord with the: view a the Royal commis- 
elon in the U.K. referred to on page eight of this brief, 
wherein Ghey express the opinion that the 'sale price of 
the goods is not the nominal price which the society 
received on making a sale to the purchaser but the net sale 
price remaining in the hands of the society after it has 
returned to the purchaser a discount in -the form of a div- 
idend on purchases.’ 

Rhbere does not seem anything inconsistent in this 
position with the position of companies other than co- 
Sperabcives iw nelstLon to their transactions. Taxable 
Pre llos ore NOD determined on their transactions unbil 
Dov Ghe costs and the sale prices of their transactions 
are KNOWO. However, such companies usually know the price 
Upey Will receive or pay for poods before they undertake 
DOnmeke Ol DO acesept delivery and this 2s usually covered 
by some form of agreement between the company and its 
econo. Bic Chis 18 ticot SO in all cases. Frequently 
contracts or agreements are entered into on the basis- 
that @ price will be détermined when the cost of the 
Supplies purchased or sold can be ascertained. This is 
an entirely proper method of transacting business and any 
interference with such arrangements through income tax 
regulations would be regarded by most business men as an 
unwarranted interference with their freedom. In fact, 
there is not now any such interference by the Department 


be National Revenue nor ig it provided for in the Jncone 
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end, Bxcess Profits Tak Acts. 
wEHVen though the same administrative rules and regu- 


lations in computing what shall constitute taxable profit 


are applied: to cooperatives and to persons other than co- 
, operatives, on the basis suggested above, it is evident 


that if the price of goods purchased or sold by a cooper- 
= ative is not determined until the cost of the transaction 
re KHOWn , 2 GOOpETatIVe: can always, “if it desires to do 66, 
carry on its business with its members and others in such 
awmanier as to have no protit- to tax. [ts taxable profibs 
Wold Only be profits which it did not choose to return to 


S members and customers as an adjustment of price in 


Hb 


itS transactions with them. 

WPhererore, cooperatives, Simply by the nature of 
their relationship with their members can esoape all in- 
come taxation on their operations in contrast with a com- 
Peny carrying on business and liable to taxation. on 1ts 
trading profits. . This-advantage, which benefits only a 
particular form of organization under present .canadian 
iucome Tax laws, pieces ell other forms.of sompanics in 
e pOsition of Inequality ins the application of income 
taxation under these laws by reason of the fact that the 
profits distributed as dividends by all other companicss 
ace vaxed twice; cirst inthe hands of the company and 
aeein in the hands of the shareholder, 
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Uphe Rove 
committee which enquired into the application of income 
bak tO cooperatives. in the U.K. were not faced with a 
Similar situation because of the absence of double -taxa- 
tion On Ordinary dividend distributions under U.K. income 
ton Lepisiavion JU in etfect, only one tax is payable on 


dividend distributions made by companies or cooperatives 
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in the U.K. The amount of the tax ultimately payable in 
POUL Cases Le based Upon the taxable income of the 
recipients of the dividends distributed. 

ve Ineo PCOMCLUG6. whereLore, “that tile present Income 
War Vax Act and the Excess Profits Pax Act cannot be applied 
to cooperatives and to all persons other than cooperatives 
on a just, fair and equitable basis without so amending the 
Acts as to eliminate the double taxation of all business 
Ororits distributed upon which the present Act is based, and 
then to tax the undistributed profits of cooperatives to the 


Same extent as all other pérsohke." 


Documents filed with brief: 


Appendix A -- Data on growth of cooperatives 


ty 
{ 
t 


Appendix Statistical summary of credit unions 
in Canada by provinces for 1943 


rinancial year. 


@) 


Appendix -- Growth of mutual insurers, 1917-1942 

Appendix D -- Excerpts from the Income War Tax Act, 
excepted incomes 

Appendix B -- List of member Boards of Trade and 


Chambers, of Commerce polled for 


opinions: On the wrinciples relating 


to equality of taxation as expressed 


in the recommendations in this brief. 


The Commission thereupon adjourned until 


Neanesday, Aprii il at LO a.m. 
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ROYAL COMMISSION ON CO-CPERATIVES 


The Commission appointed to inquire into the 
present position of co-operatives in the matter 
of: dncome ‘and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 

in Ottawa, on Wednesday, April 11, 1945, 
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The Hon Mri Justice ERROL M. McDOUGALL, Chairman 
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Commissioners 


Hugene T. Parker, K.G. Counsel, 

Major H. D. Woods) Assoctate 

J. A. &hapdelaine) Registrars 

Golonel Gs W. Ross Executive Secretary 
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Howard, K.C. 
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. Milliken, K.C. 


Be Scott, K.C. 


Group of Co-operative Associations 


United Fruit Comvanies of 
Nova Scotia 


Private Grain Interests 

Private Grain Interests 
Saskatchewan Co-operatives; 
Associated Growers of British 
Columbia, Limited, snd Affiliated 


Locals 
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OT 
Ottawa, 
Wednesday, 
Aprid 11, O45. 
The Commission met at 10 a.m., Mr. Justice 


McDougall presiding, 


MRy SCOTT: I take it, Mr, Chairman, that you do not 
want me to continue with the brief from the point at which 
we left off yésterday afternoon? 

THE CHAIRMAN: Quite so. 

MR, SCOTT: I should like to add just this further 
word; that the brief was submitted to the member boards 
and chambers of the Canadian Chamber of Commerce, for their 
consideration; it was submitted to them in mimeographed form, 
In the printed copy before you we have an addition to the 
appendices, and a reference to the much discussed subsections 
of Section 4 of the Income War Tax Act; and a supplementary 
statement prepared by the executive committee of the Canadian 
Chamber of Commerce, which we thought might be of assistance 
to the Commission by way of explanation of the practical 
extension of the two acts to co-operatives and to all persons 
other than co-operatives. This memorandum of the general 
committee was not submitted to all the members. I did not 
want any misunderstanding to arise in that connection, 

THE CHAIRMAN: Then will Mr, Sutherland go in the 
box now? 


Me SoCo s Mr, Sutherland is here. 
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SANDERS H. SUTHERLAND, 


Manager of Research Department, 
janadian Chamber of Commerce, 
Montreal, P.Q., 

having been duly sworn 
testified as follows: 


ot 


BY MR, PARKER: 

Q. Are you an official of the Canadian Chamber of 
Commerce, Mr, Sutherland? Re L Om a Cull, tite. pa.c oO; = 
ficial, and manager of the Research Department of the Canadian 
Chamber of Commerce, | 

Q. Just generally, what are your duties? Ae LO-8 Ss sa.a0 
im any wey J can, within the scope of my abllities, to pro- 
pare documents, pick out references, write precis, and things 
of that general nature, for the Canadian Chamber of Commerce, 
aos required, 

Q@. Have you ever appeared in court to give evidence he- 
fore ? Ae Not iiy e- court “such as Chis. 

Q@. This is your baptism in that regard? Boat es: Sat 

GQ. Well, this is nota courts this is, just @ triendiy 
@iscussion. I suppose you had guite a part in the drafting 
of this document? A. Yes. The subcommittee, which was 
Vesponsible for the preparation of the brief, had me as stribe, 

2. What I was getting at is this, Whose is, shall I say, 
the phraseology; who was the actual draftsman of the various 
portions of this report? A. I should not like to take citner 
pall responsipility or full credit. Lt was @ composite joo GE 
the subcommittee, and we all participated in it. 

Q@. No one individual could be said to be the draftsman? 
Pe ie NO, Sir, 


Q. How large was that committee? A, We had five members 


im Montreal and four in Toronto, 


@. And did those two groups get together from time to 


| 
aa ie 


- . 7 = 
Vuela? dloss attG a: 
at rh oh 


, eds inal + eecetange 


— teidtécaatet fit 


i at. baa fa 
rsd, a 


Shey 5s Mr, Sutherland 


time? A. They actually got together once, and = acted as 
a go-between on the other occasions, 

@. And I suppose there were frequent exchanges of 
letters, drafts and so on? A, Frequent correspondence, 

Qe AS a result of all these efforts we have this docu- 
ment as read? RepOeess S77. 

Q. And the mimeographed copy was circulated to the 
various member boards of trade all over the country? A, Yes, 
ex the appendix and the supplementary statement, 

Q. Including the tables? Ay No, excYuding hems 
right up to the recommendations and including the recommenda- 
tions, 

Q. But the appendices were not circulated? ve NO, 

Q. And naturally the supplementary statement to which 
Me, Scott. just referred was not circulated? A. That was 
prepared afterward, 

Q@. Gan you tell me, just offhand, how many individual 
members make up the total membership of the various boards of 
trade? ie bee OO OR 0 O00 Orne UU? A. We have not 
an actual record of that, but we figure approximately 30,000 
people, business men, would be represented in the membershinv 
in the Chamber, 

Oo, And Ghat, . suppose, is common knowledge, as we say 
sometimes; that constitutes a pretty representative group of 
the business world all across the country? A, Wertnink it 
does, 

QO, 1 wonder if you could tolismerwhether thererieaan- 
cluded in that membership, on at least some of the boards of 
trade, a large number of so-called co-operatives; that is, 
persons who subscribe to and sincerely believe in the co- 


operative method of doing business. Do you know that? 
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A. We would think, from general knowledge or common opinion, 
that some of our western poards do include some representative: 
of co-operatives. 

Os Mute 2 large sprinkling, 1 suppose? » Aa. J would 
not have any knowledge of that. as to the size or volume. 

Q. There is nothing in your correspondence that would 
lead you to that conclusion? Be yp Osea 

Q, When this document was sent out to these various 
boards of trade, I suppose for consideration and suggestions 
and criticisms, an accompanying letter was sent with it, was 
oo? Ae Yes, We have a copy of that letter, if you would 
like us to table it, 

Q. 2 Should like to see it, If you have a number of 
copies? A. We have here ten copies of the letter and of 
the form that was attached to the letter and went out with it, 

Q. I understand you sent that letter and suggested that 
if, after consideration, they approved, they sign the attached 
ana enclosed form by way of expressing their views? A, That 
£3, correct, 

Qe. that 1s,the sum and substance of 10? Dias = AOS. 
Would you like to have that letter read? 

Owe to wonculd Jive: a copy. cf the torn, (00, Be DL oaeke 
attached thereto, 

Q. Those were sent, those two documents, the letter and 
the form as we will call them, to each Board of Trade? 

A, Each member Board of Trade in good standing. 

Qe And that included the list which is set out in the 
brief? A. On page 26. Those are the 133 member boards 
and chambers, 

@,. his. is a.complete list, on pace. 26, cs.ite A sNeS. 
Q. Of all those to whom you sent those two docuMents 1. 
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question? Yes, 
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Q@. And appendix "E" on page 26 of this brief is e 
tabulation of the way they reacted to it? AG eta re 6 Ors 
Sect, 

Q. It shows those who approved, those who did not approve, 
and those who made certain comments or aporoved in part? 

Be 2 1O5. 

Q. Did you acquire any knowledge from your correspondence, 
taking those boards of trade in group 1 of appendix "E", which 
is those concurring in the recommendations, as to whether they 
were approved unanimously or not, or to what extent the in- 
dividuals who are listed here as having approved of it did so 
unanimously? A. Perhaps I can make a helpful statement in 

the 
that regard. Naturally those who returned / pink Dorm, 2 copy 
of which you now have -- 

Q. Being the form letter? A, Yes, attached to the 
letter, Presumably they simply dated and signed the document 
end returned 1% to us, and that disclosed nothing, 

Q. Without any covering letter? A, Yes. Others did 
write... 1 have not a record of the number or the variation in 
their answers, Some stated that a majority did concur. In 
some cases, in the third section where we call them non- 
committal, they were unprepared to declare as for or against 
the recommendations in our brief, as they then stood, 

Q, In some cnses they wrote a letter explaining just 
mow it had been done: <A, Yes. 

Q. Were there many of those? A. Well, we have them 
divided up. 

Q. In the second group? Ay (in he third group. 


o) 


Q, You received letters from each of those, outlining 


how they handled it? A, With the exception of 10, That 


group 3 includes 38 member boards and chambers, and in that 368 
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there are’ 10 from whom we received no replies, sc we had to 
include those ag non-committal. We could nut call them for, 
and we do not think we should call them against, or non- 
concurring; 

Q. I doubt if anybody would quarrel with you on the 
ground that."non-committal" was too strong a term, A. Thank 
Jou. 

Q@. I have in mind one case which was casually brought to 
my attention. I have no objection to giving you the name. It 
is the town of Dartmouth, in the province of Nova Scotia. It 
may be gossip, but in reading newspapers at the time the brief 
was being considered at a meeting of the Board of Trade there, 
it was reported that the debate lasted most of the evening, and 
the brief was Tinally approved by a majority of, I think, 21 
me 10, Or 15 to.8; or something like that, I wonder ar that 
is typical of the way this brie? was approved, or have you 
any knowledge of that? A. We have no knowledge of that; 
but we certainly believe there was a very strong expression 
Of Opinion and @ great deal of discussion. 

Q. That is, you are satisfied that this document was 
not merely received as a circular letter and signed and sent 
back without consideration, but that thev seriously considered 
co? A, I believe that that is so in the majority of cases, 
yes. 

Q. Have you any information in any of the cases, when 
meetings of the poards of trade were called to consider this 
brief, as to what sort of attendance they had? Let us take 
a poard of trade, we will say, at X, with 250 members, Have 
you any knowledge as to whether out of the 250 members 15 
Showed up at the meeting, or 100, or anything like that? 


A. I have no knowledge of that, 
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Q. You have no knowledge of that at all? <= suppose 
your experience with boards of trade meetings is quite ex- 
tensive; and would it be fair to say that in most cases at 
any rate you do not get a very. high percentage of attendance? 
A. I think generally the attendance depends upon the interest 
in the subject. 

Q@. iI think probably that is true. In what category 
would you place this subject; as one which attracted their 
interest? A, JI think your Commission will agree caer it 
is of very popular interest in Canada to-day. 

Q. i do not Know that 2 would agres with the word 
"popular", A. Well, say widespread. 

BY THE CHAIRMAN: 
Q. Lively interest, perhaps? A. Yes, sir, 
BY MR, PARKER: 

Q. -That is the way the document was prepared and 
approved? Age eae, Sas 

Q. Now, would you turn for a moment to the tabulation 
of figures which you have attached, beginning on page 21? 
Take the very first table, and let us run through those for 
a moment. You state that these figures are taken from the 
Canada Year Book. I suppose you compiled these figures; 
that would be part of your research? A, Transcribed them 
from the Canada Year Book. 

Q. It would be your job to gather them together, and 
I have no doubt they are accurate. But I notice you supply 
data to show the growth of the co-operatives, and take the 
years from 1932 to 1943. I suppose you would agree with me 
that the tables show a great increase, both in the number of 
the associations, the shareholders, the patrons and the total 
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Q. A very great growth there? Ay POR. S10. 

Q. I was just wondering why you picked the depths of 
the depression to start your figures with, and end up at the 
very peak period of the war, in 1943, Do you think that was 
really a very good comparison, to show the growth? A. The 
end period is necessarily limited by the figure available; 
we have to stop there, 

Q. I would quite agree with you on that, but I have a 
shrewd Suspicion that the Canada Year Book goes back prior to 
1932, A. i will not question your judgment there; I am not 
Sure of it, whether it does, but that is why I started at 1932, 
In the next part of that compilation, on page 22, that I 
Secured also, I think, from the Canada Year Book, Those are 
the figures as reported as being the members of the Co-operative 
Union in earlier years. The reason we did that was because 
they were not available through the government records prior 
Gov lose; to my knowledge, 

Q@. That is, the material set forth in the first table 
was not available for any years prior to 1932? A, Chet: 138 
as | recall it, ‘That is why we started there, 

Q. I really do not know myself, but if you say so -- 

Bio, sCcorr: 
QO. That is why you put in the table on page 227 A. ye. 
BY MR, PARKER: 

Q. At all events, whether they were available or not, 

I suppose you will agree -- I am not suggesting that you dia 
this deliberately, but I am merely trying to point out that 
in connection with the value of figures, whether available or 
not, a great many factors have to be taken into consideration 
in explaining that growth? A. Certainly, 


Q. Namely the depression on the one hand and the peak 
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- 


period of the war on the other? Be  YG8,- OL, 

Qo. Parallel with that, did it ever occur to you, in 
compiling this, that it might be a good idea to give similar 
Figures of the growth of business of the non-co-operative 
variety, so as to give some comparison? A, That thought 
did pass through our minds, but we felt that we were studying 
the growth of co-operatives; that necessarily there would be 
fluctuations in the volume of other private business, but 
that perhaps we were not immediately concerned with that at 
this time. 

Q. I Suppose you carefully perused the order in council? 
Pern eS, S70 s 

 @. And discussed it at great length? <A, Yes, sir. 

Q. Did you notice that the order in council suggested 
certain comparisons between the one and the other? ne Yes, 
ons 

Q. And you decided after consideration that it would not 
be helpful to give the growth of the non-co-operative business 
es parallel, with that of the co-operative? A... Not quite 
Post f arenink we felt that it would be awfully hard vo 
select appropriately comparable figures for a particular type 
of business, or all types of business in competition or in 
Similar lines, 

GQ. All riehtes let» us go on to the: next. tabisy wiiciie 
headed, "Summary of Annual Balance Shests and Financial Con- 
dition of Co-operative Business Organizations in Canada, 

1932 to 1943." Again.we have the same period, and we find 
much of parallel advance as we do in table Fig.l, Speaking 
generally? Agee les. 

Q. And you say that the figures forthe eompilavion of 


that material were not available,on the same basis as the 
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=5280- Mr. Sutherland 

Per? A Thee 1S right, sir. 

Q. On the next page we have another table headed, 
"Data on Growth of Co-operatives," which has to do with those 
affiliated with the Co-operative Union of Canada, Where did 
you get your information? A. The Canada Year Book, 

Q. They state that these are the affiliates, as such, 
of the National Union? A, They had that table in that way. 


Q. That is the way it is set out in the Canada Year Book? 


Q. And this table carries us from 1907 to 1934? A, Yes. 
I believe that was the year of the organization of the Co- 
Operative Union. 

Q. What was? A. 1909, That was the first year they 
began. 

Q. Why did you stop at 19342 A. It overlaps with the 
government figures available from 1932 on., 

Q. Ido not quite follow that. A. Prom 1932 0m the 
figures overlap the available government records which are 
more comprehensive, so we transferred to the more comprehen- 
sive figures, 

Q. On the next page is appendix B, headed, "Credit 
Maions.,' That is on page O4. In the first table you dead 
With the credit unions, That is just for the one year? 

A. For the financial year 1943; yes. You will note at the 
bottom of that table there are comparisons with 1942 and O41; 

@, Then table C has to do with insurance, and 1 See That 
these figures are taken from stasistics compiled by the 
Canadian Underwriters Association? A. Yess; the Canadian 
Underwriters Association prepared these from the insurance 
abstracts of the Superintendent of Insurance; his annual re- 


fovea, which 1 think are generally referred to sd Biss ina. 


abstracts, 
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Oo. Tsis ean abstreaeh tae “Wolo, 4t Ha eelection 
from the insurance abstracts, That is a general term for the 
annual reports of the Superintendent of Insurance, 

Q. But those figures as you have set them out were 
Supplied to you by the Canadian Underwriters Association? 
me Les, Sir, 

Q. And they obtained them from the abstracts of the 
Superintendent of Insurance? Awe Thee Sede 

Q. iI dare say there are some who might question the 
accuracy of the work of the Canadian Underwriters Association 
when they are dealing with mutuals. Have you any knowledge 
on that? a  wWerItook that in cod" faith. 

Q. Now let us come back to the brief itself; there are 
fast one or two points I should like you to elaborate a, bit, 
Prev ou watl, Leu us start on page 1, I will reso the rirst 
couple of sentences to you: 

"Inequities inevitably exist in a tax system such as 
that of Canada which has developed piecemeal over the years." 
| Now the next sentence: 

"Although wrong in principle, in pre-war days the 
anomalies and inequities in the tax burden did not bear so 
onerously on the economic system nor work unbearable injustice 
upon the taxpayers of the nation," 

I vefer you to that first phrase, "although wrong in 
principle." What is the principle in our Canadian taxation 
cnet 28 wrong, which you refer to there? he WS Bre Pre 
ferring to the inequities and anomalies as being wrong in 
Principle. 

OG, “what are they?’ “A. We think it 15 inequiuabie thar 
some should pay more than others, in proportion to their 


ability to pay. 


nig ee pe ae cote 
De nie ‘tn, pate 2d) Sot} aie 

nh ry Fates tg ok GEE ok ae 

ee er ea ele ae | 
ites 2: oe Paes Taio Tate: aaa see cn oe 9) a 
RMRPRnG orld te igre LS Aaah ereaeeh cess oan cot i q 


TV he 


"te < 23% : ol 7 “’ Gen *: “08 “ae Se ad seh? “yaaa 3 ets | : 


t mae. piety mpeg 7 44 ee wid Bes ee ek ts wot? ot ea i. 


vi) 9 tediidald 38 yoy rae eee Bieasf wt 6 “oat feu 
ee Naw d i fee apa ee tay one Mh 
ie, = sie Pgs <ik —; ne fT ‘baadaee hey? ‘aque : 
Pa ee a cht ye See Fe Hie tees | eb? igerat® 


eee PGi Magna nt dn feiton ole vai sity Ven 13 eds 
; ue ay Ji ver Ee Fi paisdhined tits wig. weit 


ae i Le oe at? rs peealaint go>av’ 4nuetf ik . 
« Peak vy 


aA eit: feat: lied! ae a en’ Woks Lipeat» hae halla 


: By nae iy waar 


7 ) abe ni ahaa p args ay epee = <olaie se pis; pr cima rt oe st eteuoternl 
ey Sao Fie 8 aS aA a ad eee oreo a mR ED ¢ nat rer 


cee 
a _ “at 
ay? “ees sect Ete | —(.Seeig 2 cae ey e th wet to Tet 
| apc lgee au 


Sears OS rth rwlh vy a PE re hat ans pani ty atgtenee 


ee, OF RG) oe, eigiibd i ati very ped fare ew 62 #cr 


i 


he ght hitet or BORE hag eet F aches os? aber 
| , ; AG 


2s in de eo : , 5 ee hye cere aedy L202 4 
¥ ; ie ay prt. A er ota as , 

ee rest tl hl Sige a te exrgene ae ee v pana eat fay: Sigs Sait ia 

| 4 i + sobs es bal : 
; Beee? 87 (ecteejoty Ge cherie iar’ Ane epee ee ats ary 


7 = “ sh ~ a of . oe ¥ i i. re 7 : 
i * ere SS Eb Fi Aaa I ge Tae (eee lee a? vaRi ony 
i Ditm { ® noe VN (et 4 


in Poon et } . 
pe) ths 7 ayy: 1 a Urs Eas 
j . 7 4 5 S 
a pa ? ‘ nD c eh “a ; es, a ? aes 
: i %y ‘ 7 4) ee fe a ior 
=S ee . eed —— Pe Pitot ntay ve 
5 ‘ 2 res 8 - ce bles ce alll ia Jes ee 


ine) 


-5282- Mr, Sutherland 


Qs That is what you mean by that? A Correct, 

MR, SCOTT: With the present exemptions. 

MR, PARKER: Now, let the witness answer the question, 

Qs That is the principle to which you are referring 
there, when you say, "although wrong in principle"? A, Yes, 
the inequality. 

Q. What is the inequality? A. That the tax burden 
Should be levied so as to lay an undue proportion upon one 
group of associations or types of organizations or individuals, 
in disproportion to the burden laid on others, perhaps through 
exemptions of the incomes of those people. 

Q. That requires the consideration of a great many 
factors relating to each, in order to find out whether there 
is that inequality, does it not? A, One of the things we 
attempt in this brief is to demonstrate that there is perhaps 
an inequality. 

Q. And I think your whole proof is built on what we 
might call the principle enunciated by a very great economist, 
pees 20) Should be.borne according to their ability to pay? 

Pow thet Us correct, 

Q. You subscribe to that theory? Boe te Boat 
Q@. What do you mean by it? What do you understand by 
o7) Ae, Ability =o pay? 

. Yes. I think you have quoted it here, and I want the 
exact expression, A. hdam sinith! s quotat pon ta cr pace 2. 

Q@. THis is your quotation from Mr. Smith: 

"The subjects of every state ought to contribute towards 
the support of the government, as nearly as possible, in pro- 
portion to their respective abilities --" 
That. 1s the expression? NA eke se cee 


Q. What do you understand by that phrase, “in proportion 
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to their ability"? Before you proceed with that, let me make 
clear what I am driving at. Two men, we will say, have the 
same income of $10,000 a year, Their necessary burdens, their 
family commitments and the amount of capital which they have 

to draw upon may be very different, Do you say that this means 
literally that the two men with the same income should pay 

that portion of the income according to their general ability 
WoOwpay, or what do you mean by that? A. I think that the 
ability to pay has to be determined by the taxing authority, 
who are responsible to our democratic parliament. 

Q. Lt am not asking you about who is to- determine it. 

I am asking what the thing is that they are to determine, 

a, The ability to pay. Certainly the income tax people, the 

officials of the Department of National Revenue responsibile to 
parliament, are the people to decide the rate of incidence of 

the taxation; and presumably they estimate the ability to pay. 

Q. That is your understanding of it? NR oss a eRe 

Q. Go on to the second sentence of the second paragraph 
Grune priet, where you say: 

"Throughout recorded history man has been actively con- 
cerned over the share of his income taken by the tax collector." 

How far back do you intend to go there, on this question 
er ine ome: tax? Do you go back to prehistoric days, to the 
prone age, or where do you begin? Those are extravagant 
Pords, rather, do you not’ think? Avs (ie is-Pather sieong, 

Q. Does it mean anything? A. I think $0. “We =intended 
it to mean that it is not a new principle; that man has always 
been concerned about retaining as large a share of his income 
for his own personal neéds as possible, while supplying the 
absolute minimum requirements to the state, 


Q. About when, I am asking you, did this income tax 
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problem become a problem in recorded history; at about what 
period? A, it precedes the present war, and it precedes 
the last war, and it precedes the American Revolution, when 
taxation without representation was one of the very causes of 
the war, It goes back to Magna Carta, because some of the 
matters with which Magna Carta was concerned could be properly 
defined as tax problems, It goes back to’ the Dubles 2 Thi nik 
there are references to taxation there, 

Q. 1 would not know, I am sure, Aa ¢h  jusiecay 7 

Q. However, that is what you meant by that? A. Quite 
an extensive period, 

@. Then let us get on to the review of the tax structure, 
On page 2, where you say: 

"We are conscious of the pervading influence upon the 
national economy of taxation policies and of the inconsisten- 
cies in the present tax structure as a whole.” 

Just what are you rererring to there; what inconsistencies 
Boe yOu reforring to? he Is Order an Counc Pa. 8725, 
states that there are doubts -- may I read the section? 

Q. You need not read it; I am quite familiar with what 
she order in council says, and so are the members of the 
Commission, That is what you are referring to, is it? 

4, That is right. 

Q. To the inconsistencies referred to in the order in 
council constituting this Commission? A. And others. 

Q. What others; that 1s what I want? <A. Frankly I 
Cannot just state one offhand, but there are frequent refer- 
Snees, 


Q. Very well; let us go on, Near the end of that para- 


graph you say: 
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"At the same time there is urgent need to increase the 
investment of risk capital and encourage business to expand 
and increase production," 

I am not going to enter into a discussion with you as to 
what you mean by "risk capital,” I do not know what you mean_ 
py ait, and it is doubtful if I could understand it if you ex- 
plained it, so I will not take time with it. If the members 
of the Commission want to ask you about it, well and good. 
Pee question Tt want toput to you 1s this. Admitting that 1% 
is desirable to have expansion of business, to increase pro- 
Buction and all that sort of thing, cannot the co-operative 
method of transacting business meet that requirement just as 
well as what you might call private business? Na dh en ke 
would have to look at the historic record, where most of the 
expansion has been made, the creation of new jobs and the ex- 
pansion of new capital assets, has been through private business 
American figures illustrate that the capital investment re- 
Quired for one employee, in the average American industry, is 
about $5,000. 

Qe That is in private business you are speaking of? 

A, That 1s the private capital investment per employee, on 
bne average of all industry types. We understand the co- 
Operatives do not initially set up large capital sums, 


Q. 1 donot care whether they do it initially or a 
little later on. Have you anything to indicate that they do 
not require as much capital per individual employee once they 
got going? AS I do not know that... 1 think they may very 
well, 

-Q. Apart from that, what I am getting at is this, Is 


it any more in the public interest that business expansion 


Should take place through what you would call the private 


+e ap =e ho eat? feet 
a, Wes : pee & Wray 
é * : schii add Sep. & 
Baaee tt a Have ethep Alii +t aa ‘hglonesh ae 
es a en ee abe al auctiee 


on ort. Via: s ie uc “ve a aos DS | ge ae - 
es at Bae ian. § Gaby OSs 01 @ Uf, ingg Se (fey: Bo ware 


a PRON Fe a Be aa es ePwEsH ie _ at, 
MI 0 » ARPS esi | ( yal Ah eee \¢ ro end : stesso 
- 
ap ees. Arete. ho ye iain (o@ £660 [ORR aes. aa vc r. iY, 
ze are" ie Sat? 2 Se een: eee a by or tebe onc ei, 7 \ 


we A a ee ee Be deen, ers rp cd-D 


— 


a? oe an We '- Sere -e) A See ae chaser ww int -Rakve 


7 - 
mae wi’ =y 4 9 “jie yo IVO eof ql oe ere me sty, (FC wag iu pe! 
Lee ee Fie <ee ad i A PIAPO AA P28 Pwd 4 hoe yearee nis 
VE oe) sts As ee OO CRY Re ek ips, Age wor; <pelekas: 

7 ivetn Ce Bey : 

; - © St) Oh = FOR i) ae “co .se@ave tds. re wee 2. | 
oe = es Uh | Pigags ee ht et), Che eae 
ee 18 amine Cereals. em iy qlee 
1S ry) ape) ol oy Se CESARE SS ci Ob aR Ree 
Po scpegsbes |° iy tecttty sedan Wagon. ME ae 


OS a ee ee ee Rs PRR pete passe 


oe 
* 

a 
we 

al 
>» 

a 
~ 
es 

2 


*, = v4 i 2 = > 4 
{YAS ha ht Toh Ne Fae o>. @ 2 le aaet 
{ ‘ Le 5 
Ate RY Dates La, CR a a, ee 6 Tee ae 
, P : ~ 


Sine - is sw, N : wipe) B: é ee ¢. oe. . 
ast rele ot) Rare ES, 2 2 Satay 7 eee See ae eR eae Gir 4 


. ¢ = 1 ate 
BPS) Se Nir pa See Re eed eet 
SBE 5 Sd, LR pg ae RAS teeny cake. EAT 


, Li 


_ 


A-16 


-5286- “Mr. Sutherland 


System, or the capitalistic system if you like, as distingui she 
from thé co-operative; or whether it takes place through the 
co-operative system? What ditTference’ does it make to the 
public as long as business expands and grows? fe ak Chink 
there would be very little difference if they both achieved 
the same result, 

oC, Lf So fear as iney achieve employment and increased 
peoduction and“al1l that sort of thing, is there any difference? 


A, If they achieve the same result I would think there would 


SS 


not be any difference to the consuming and the employable pub- 
Les 

Q. What do you mean by that word "result"? You say, 

"if they achieve the same result." The two results in which 
tam interested, and which you mentioned, are increased pro- 
duction and increased employment. What other result have you 
in mind that they might not achieve? A. We believe that the 
private system will achieve greater results than the co- 
Operative. 

Q. In what way? A, Because in the past they have. 
Private industry has provided much more employment than co- 
operatives. 

Q. Are you hinging your argument on the amount of em- 
ployment they provide? A. And the productivity. 

Q@. And the amount of the products produced? A. Yes, 

Q. Now, on page 3 of your brief, where you deal with 
the Rochdale principle, you say: 

"They began a venture in trading whereby consumers joined 
together in an association or society to provide goods and 
services for themselves at net costs lower than could be ob- 
tained in the open market," 


As I read that sentence you are stating that their 
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objective was what we have been calling directed toward a 
consumer society, supplying Pade Lor themselves?) A, 1 
believe that was the original intention, | 

Q. Is there anything in the Rochdale principle which 
Jeads you to believe that they contemplated at that time the 
producer type of co-operative, and that it would eventually 
grow and extend not only to the handling of the products of 
the producer, but to the processing of them, the manufacturing 
of them, and to the engaging in foreign trade, and that sort 
of thing? Was that involved in the Rochdale idea? A The 
Subcommittee has done considerable reading of what sources we 
had available, in special texts, in the Encyclopedia, and so 
on, and has reported that according to these sources, we do 
not know that that was included in the Rochdale Pioneers, 

That is a matter of our opinion, from our reading, 

Oe ohen fT will, put it in this way. If a modern. co- 
Operative engages not only in supplying goods to themselves, 
Such as you state here, but engages in handling primary products 
like wheat, dairy products and so forth and does not stop there 


but goes on to enter upon the manufacture and processing of 


& 
these products, and I say to engage in trade of all types, is 
that in accordance with the Rochdale principles, in your 
IpPinion as a research man? A, We think it 28 & rather wide 
extension of the original intent, 

Q. Was it any more than that, an extension of the 
original intent; or is that the way you would designate it? 
A. I would personally think yes; but again that is a matter 
ee Opinion, 

Q. Then let us turn to page 4 for a moment, the second 


paragraph. You are talking now about the growth, and you wind 


up by saying: 
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"The larger co-operative organizations necessarily be- 
come more and more similar in form of management and methods 
to ordinary trading firms or joint stock companies carrying 
on trade or business operations under similar conditions." 

Do you think that is true, on consideration, that the 
size of the co-operative makes it any more like an ordinary 
joint stock company? Do you emphasize that? A. In the 
evidence before the Royal Commission in Britain in 1919 
ft think that was brought out in the evidence several times, 
and J think at 48 @ naturel corollary of size that the bigger 
you grow the more remote becomes your relationship with your 
individual member, 

Q. That is what you mean? Ne  COrrse a, 

Q. That the larger it becomes the less personal contact 
the little fellow away out on the plains is able to maintain, 
and the less influence he is able to exert on the management 
of the company? tie LOOG 

Q. You are not suggesting that because it is large the 
fundamental principles are changed, are you? Ries NO». Sin: 
not through size only. 

Days BLGLOTts 

Q. In your opinion is there any relationship between the 
Question of whether a company should or should not be taxed, 
and the closeness of personal contact that Vou Menteaconein- this 
paragraph which you were discussing with Mr. Parker?. How, in 
your opinion, is that related to the problems of taxation? 

Pee 2 Unink note. i think the Subject of taxation relates to 
ene ineome that is taxable. 

Q. Then what is the point in introducing this subject? 
A. It is an attempt to illustrate the evolving away from the 


original concept of the Rochdale Pioneers of some of the larger 
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co-operative associations, 

Q. Are you taking the position that if they resemble 
the original they should not be taxed? Ae “NOgesirs we are 
not taking that position, 

Qe Then this is just a matter of history that may be 
interesting, not Specifically related to the problem of tax- 
ation? Ke” Yoo) siy, 

BY THE CHAIRMAN: 

Q. Doss 16 amount to this, that as they get larger and 
more powerful the temptation to depart from the original 
principles becomes more manifest? A. I hink thatois 
correct, 

Qe Is that what you mean? Ay Yes Bix, 

BY MR, PARKER: 

Q. I notice you have quoted quite a bit from the Amer- 
ican reports? Ay Yes, sir, 

Q. In the second paragraph of your quotation I see 
this: 

"English and Scottish consumer co-operatives look 
toward the ultimate solution of private profive Gor one 
establishment of a co-operative commonwealth in which all 
business would be done by consumer co-operatives, or divided 
between the co-operatives and the state," 

You have quoted that to this Commission in your DPASL, 
and I presume for some purpose. I was wondering if the pur- 
pose 18 because you and the Chamber of Commerce for whom you 
are the spokesman this morning, feel that this applies to 
conditions in Canada? A. We do not imply that, necessarily, 

Q. Then what is {it quoted to this Commission for? 

A, We thought it was a pertinent observation from people who 


have studied the matter in England and Scotland, that that was 
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an expressed intention or wish of at least some cooperators 


in the United Kingdom, 
Q@. Would it have any relevancy in the world to this 


inquiry, unless you were Suggesting that the Commission, being 


advised that this was their objective over there, they should 


have a wholesome --= I will not Say fear, but a wholesome re- 


gard as to whether or not that is the trend in this country, 


and that something Ought to be done about it. Is that the 
feason you quote it here? If not, what is the reason? 


A. We quoted it to illustrate that a movement can exceed its 


original intent and become perhaps a movement to change prin- 


ciples indirectly, supported by the democratic parliamentary 


process, 


Q. let us settle this now, Is there a likelihood or 
tendency, in your opinion and in the Opinion of those for whom 
you speak, that this condition does prevail in Canada? Ay No, 

Q. Then I want you to make clear, if you will, whether 
that 1s something we are to take note of and either encourage 
or head off, whatever is the proper remedy; or whether tt 16 
just meaningless, What is it in here for? Ae We do not say 
that is now a condition in Canada, 

6) OL On nerG Eye NOs 
You see no signs of that developing? A NO. Sin. 

Q. Let us get it abundantly clear? A, NOS, sie, But 
we say that a system in Canada similar toa System in England, 
wnere it could occur, might indicate a possibiiLiy of-1t 
Cecurring here at a future date, 

Q. Do you know whether it is one of the objectives of 
the co-operative movement in this country, namely the abolition 
e. private profit?” Is that one of the objectives? fi I have 
hever seen that statement. 


Q. Have you seen anything that makes you think that is 
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their objective? ie NO, Saar, 

Q@. To take the second phrase of that same Sentence, 
"to the establishment of a co-operative commonwealth in which 
all business would be done by the consumer co-operatives," 
have you anything to make you believe that it is the wish of 
the co-operatives to occupy the entire field and establish a 
co-operative commonwealth in this country? A. We have not 
Seen any evidence that they wish to restrict Cneir activities, 

Q, Will you please answer my question? A. Have I seen 
any evidence of that wish to make a complete co-operative 
commonwealth in Canada? Is that your question? 

Q. So there will be no mistake About it we will have 
the reporter read it back, please, 

(Reporter reads: "To take the second phrase of that 
same sentence, 'to the establishment of a co-operative common- 
wealth in which all businessswould be done by the consumer 
¢o-operatives,! have you anything to make you believe that it 
is the wish of the co-operatives to occupy the entire field 
and establish a co-operative commonwealth in this country?") 

THE WITNESS: No, sir, 

BY MR, PARKER: 

Q@. That is your answer? Ae No, sir. 

Q. Then why did you quote it to this Commission? For 
what purpose? 

MR, SCOTT: He has already answered that question, 

BY MR, PARKER: 

Q. Would you mind answering it again? A. Yes. We 
quote it to illustrate that where an organization in Canada 
is Similar to an organization in England that does in England 
uphold or claim these principles, it would be possible for the 


Similar organization here, at some future date, to do so also, 
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Q. Very good. Now look at the last sentence on that 
page, or the last short paragraph that you have quoted, TI 
merely ask you if you agree with that principle. Sion alge d ak 
agree with the last sentence? 

Q. The whole of the last paragraph, I will read it: 

"Any group of people who believe they can purchase their 
requirements more advantageously through co-operative than 
through private enterprises should be fairly accorded their 
rightful opportunity to make the effort," 

LOU aeves with that? A | Yes, <r, 

Q. And then it goes on: 

"But European eo-operative leaders themselves uniformly 
advise us against government subsidies and high pressure 
government promotion." 

You would tender this government the same advice? 


+ 


to 


> 


Q. Have you any reason believe that the co-operatives 
would not, advise the government in the same way, if they were 
asked? Po wold mot ‘now that. 

Q. All right. Now turn to page 6; another quotation, 
YOu are now quoting from the English Commissioners, are. you? 
Pee ves, Sir, 

Q. The quotation is: 

"We recommend, in effect, that a socicty should be 
treated exactly as a limited liability company trading in 
Similar circumstances and under similar conditions and if 
our proposals are acted upon it will be necessary to amend 
the existing law in so far as it confers special exemptions 
on co-operative societiés," 

What I am interested in is the first part of that: 
"=-should be treated exactly as a limited liability company 


trading in similar circumstances and under similar conditions--" 


cca = ape Deane 


J i 
fo 1 - A bs ey : ¥ eae 
» BS s) a 


7 : L 
Ite Bits 3p promos Fee 
mlehaitet: ae a cans Gnas ae av io : 


’ 3 


eetaste Wier bees cit. ae ti ay Ge nid a" ane =e tg COEREN 
oe te “a a 
easiest. «. od Ser Spt ob ae a WBS “ati eee : 


~ = 7 tt An —_ Ts ‘e keoamact: ‘0 ni an 


. a b 7 ees ee veri teeta fs rrr a 
- - : iy ny 

i = a eat ove 
Pe Vi Duy “Ee 1088s ‘eth: «fel 7 


7 ; +0 S 
Pap? ii + iy -_ Fhe = Ny rt : 2 U “) +e ad y 7 ame r of 7 


oe e ! DO iat: in 7 et) ee | ani 6@ ann 


ee Fe el eS i hee 3 
- ’ —_ iS © 4 1) 
2) aes ingaiPay. +e sion 
“" : = ad 
ae ie ; res ‘ amahacyte i ao? eedeine Bog: e 
D, ei, alk vp : F 
4 re Tn 
7 ~: 
—° ae he al _? 
a © 
oe 


: ; Ry? 
ice re et? ables Sea ies 


2 
‘ » a be 
- } - DL tas A ay i ; DES 
cS 7 
7 ; oy = 
~ ‘ ; 
iL eras, sure he gSASD SoA 
ak ai ~ . i, 
. ence t i @ @ a? ' 
wnt =f, 3 Fi Fe | a soles WER cy _\ 
7 2 a” . yaa - 
‘ ad =e “ee _ 
» FF fh6 «8 «4 
' a 0 vw 
| > Sess 4a 0p te oe 
ody Sh _ 
= ‘= - 
Weg a a | j i . } wad we . gt fy) Vee 0 AO 
hae : - wt id - fs : Fs 
: oe i : ; 
as ff te » hs re 
“ae re, 8 v fee { anes oe) SF cee | orn 
7 ¥, - . . re - 


De Ads sre fd 6 Me arNi SiS eA habe OWwapaticn/ gate nee gud 


; 5 is" S =) oe x) ik 4 
. 5 > ae ay % 3 a oe re : : , if - 
By 54 en? Bi ij Ti Deo iy ah 4, "? = 4 
id upp u ie La Bt rir, a3 Pris tls = 1 a i? 
: oy Jue. to a ? as ae 7 
en viv 0+ (eee eve sn eA 7s 
. : es ee | ’ - 
VA See 7 jeer %, a : Me oe ':3 eB 
Deere LY ie ee in 
7 iv a we + ae m2 Po = 
et et aie byt hokants “ad SSL aie 
; te : © Seay ae He +R. oer a i Be Ay, nee 
a oi gas . wats Tehigt: Ei 


a 3 ce ‘ 


3 


-5293- Mr. Sutherland 


Do co-operative associations, as you know them in this 
country, come within that definition? Are they trading in 
Similar circumstances and under similar conditions? I suggest 
to you that that is the very kernel of the debate, so to speak; 
that they are not trading in similar circumstances at aii, 
and therefore you cannot compare them, that they are trading 
in very different circumstances, What do you say about that? 
oe Your question, do I think they are? 

QO, Yes, You uSe that expression throughout, 
"similar circumstances and similar conditions," and you seem 
to make the assumption there that the circumstances of the two 
things are the same, and the conditions are ther Same. I -sug- 
gest to you that they are entirely different, and that there- 
fore different principles should apply, especially in’ taxation 
matters? A, i think as far as the public is able to see the 
ec-Operative acts in a similar manner, in trading, buying and 
eciiing,, up to the point of its relationship with its members, 
as any other business, 

Q. You say that applies? A. Yes, sir, 

@. One hundred per cent? Similar circumstances and 
Similar conditions, and therefore the results should be the 
same ? tee MOS SG 

Q. That is your argument, and that is your whole brief? 
a. Yos, sir, 

Q. And you do not agree with my suggestion that they 
are not trading under similar circumstances by any means? 
oe 66 CO Toe Think so0¢ 

Q@. Very well. Now go to page 8, and this is the 
Sentence which I think Mr. Scott called special attention to 
yesterday, when he was reading the brief. I refer to para- 


graph 556,in the middle of the paragraph: 
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"That profit is the difference between the sale Poine or 
the goods and the cost price of the goods plus the expenses of 
management; and the true sale price of the goods is not the 
nominal price which the Society received on making a sale to 
the purchaser, but the net sale price remaining in the hands 
of the society after it has returned to the purchaser a dis- 
count in the form of a dividend on purchases, These dividends 
On purchases are not a distribution of CMaCI te rotmes., bat 
return of part of the purchase price," 

Do you agree with that, that the dividend, the "divvy" 


as they call it in England, is not a profit at all? Are you 


1a) 


agreeing with this recommendation, or are you disagreeing with 
At? What are you quoting it for? A, That Theat pert of the 
dividend that is returned of the purchase price? Yes, sir, 

Q@. What is that? A, That that part of the dividend 
chat 18 a return of the purchase price Or an adjustment of 
prices; yes. 

Cn That ert is what, profit or aot prorat? A, it is 
HoOLproriis it 1s eost. 

MR. VAUGHAN: What is that paragraph 556 that was uetea 
there? Where does it come from? 

he anh) Ft 1s the English pemere Or 2OPO, 

MR, SCOTT: It comes into the report made by the 
parliamentary committee in 1932. 

MR. PARKER: I thought it was in the English report, 

THE WITNESS: It is. 

MR. SCOTT: It is referred to in paragraph 21 of the 
parliamentary committee report of 1942 also. 

MR. PARKER: Let us get this straight. 


MR. SCOTT: You have to read paragraph 21 with it, 
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BY MR, PARKER: 

Q. Let us read the whole thing, because I think it is 
worth pausing over for a moment: 

"In making these recommendations we are of opinion that 
we are not in any way enlarging the scope of the present in- 
come tax. We have not sought to widen or to narrow the con- 
ception of trading profit, for we think that from the trans- 
actions of a co-operative society with its members and with 
hon-members a true trading profit can and does emerge," 

You agree with that? A, Absolutedy. 

Q@. Then the quotation goes on: 

"That profit is the difference between the sale price of 
the goods and the cost price of the goods plus the expenses of 
management; and the true sale price of the goods is not the 
nominal price which the society received on making a sale to 
the purchaser, but the net sale price remaining in the hands 
of the society after it has returned to the purchaser a dis- 
count in the form of a dividend on purchases, These dividends 
On purchases are not a distribution of trading profits, but a 
return of part of the purchase price." 

I say you quote that, and you agree with it, and your 
people agree with 11? Liye LOS. 

Q@. Am I right in saying this, then, that they are agree- 
ing to this, that in so far as consumer co-operatives operate 
in this country, who are supplying goods to their members and 
charging them the going price, as they say, at the time of 
delivery; and then at the end of the year give them something 
more, you do not suggest that that should. be taxabl:? 

Mee SCOT: « 7 thank, Mr. Parker, 16 would be more Logical 
and convenient for the Commission, if you are now coming to 


Our recommendations, to deal with them as a whole and not by 
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putting one sentence from the report of the English committee, 
or the parliamentary committee report, of 1932, te the! witness, 
Our submission is that in order to remove anomalies and estab- 
lish equity of taxation as far ag possible we should remove 
the double taxation and adopt im erfect the English principle; 
amd until that time patronage dividends be maintained, as we 
understand them to mean; and I think it would leave a confused 
feeling with the Commission and iy learned friend and every- 
body else just to select one portion of that recommendation 
for treatment at the present time, Our recommendations are 
three in number, and they have to be treated as a whole. TI 
think in fairness to Mr, Sutherland that Should be done, 

THE CHAIRMAN: I think Mr. Sutherland is doing very well, 

MR, PARKER: My learned friend need have no apprehension 
that I will neglect his recommendations at the end, , i am 
foscding up to. them, 

BY MR, PARKER: 

Q. Would you mind answering the question? In order to 
refresh your memory I will ask the PepoOrueret Gea eine 

(Reporter reads: "Am I right in Saying this, then, that 
they are agreeing to this, that in so far as consumer co- 
Operatives operate in this country, who are Supplying goods 
to their members and charging them the going price, as they 
Say, at the time of delivery; and then at the end of the year 
give them something more, you do not suggest that that should 
ve taxable?") 

THE WITNESS: We think that any part of the cost of 
carrying on business should be accepted as such, 

BY MR, PARKER: 
Q. is that your answer to my question? ie Yen. saa, 


Q. Very good. You are the man to make the answers, not 
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Mr. Sutherland 


~5297- 
me, it you think that 18 4 satisfactory answer, that is al4 
right, Now we go on to page 11, where you deal with the 


question of growth under tax exemptions. There you say: 


"The term 'co-operatives! has come to be used in a very 


loose sense for income tax purposes," 


Who uses it in a very loose sense? A, Jt ie @ommonly 


used in that sense, I believe. 


Q. You are not suggesting that members of the board use 


a> it) @ Loose sense’? AY PYress reports; and Aacain 7 refer 


to the order in council, which says there is some doubt as to 
what a co-operative is, 
Q. That is what you mean by that? Ae 


Q. Then you go on: 


" s . ° 
In fact it would be possible for some commercial enter- 


prises to adopt the co-operative form or title for the purpose 


of obtaining the tax exemptions contained in the Income War Tax 


et,” 
What do you mean; that an ordinary joint stock company 


could switch over, by changing its name, and call itself a co- 


operative? A. No; we mean that a private individual oper- 


ating a retail store could incorporate or at least form a 


co-operative association to buy up his business assets, 


and act as manager for them. 


Supposing he did; what harm is there in that? 


Q. 
a We do not say there is any harm; we say we think he could 
Or AWG 


YOu are not carrying that on to joint stock companies, 


Ehen? A, Noo necessarily. 
Q You mean individual operators only? A. hat. ia four 


Xt, @ 


example; yes. 
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BY OM. ELUIOTT: 

Qe Would you really say, then, that the former owners 
of the coneern could change it to a co-operative concern? 
A, The business entity would be. 

BY MR. PARKER: 

Q. Then there is a sentence here which I thought might 
attract some attention on the part of certain interests: 

"Others like the western wheat pools which prior to 1930 
presumed to be purely farmers! grain marketing agencies, 
handling their grain as agents or factors with an obligation 
to pay the producer the market price of the grain, less 
handling charges and contributions to reserves which remained 
the farmers! property, have since become large commercial 
businesses," 

What do you mean by saying that prior to 1930 they pre- 
Suued to be purely farmers! grain marketing agencies? A, Tn 
Jur reading we read part of the evidence before the Supreme 
Court in 1930 in the ease between the Minister of National 
Revenue and the Saskatchewan Wheat Pools, 


Q. And this was a summation of what those cages held? 


Q. Prior to 1930 did they not presume to do business 
much more than merely act as agents for their members? 
A, That was my reading of that evidence, 


Q. The evidence, or the reported case? As ‘The jude- 


MR, SCOTT: It was our reading of the judgment in the 
1930 case in the Supreme Court. That is what that is intended 
to say. ~ 


By MR, PARKER: 


Q. But you say that was their condition then, but now 
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they have become large commercial businesses, Supposing 
they have become large commercial businesses; what is that 
intended to mean? What inference are you asking the Com- 
mission to draw from that? I think they will admit that they 
nave become large businesses; and I dare say they will say 
they are commercial businesses, if you add that further 
adjective "commercial" on to a co-operative system. I dare 
say they would agree with that. 

MR, MILLIKEN: They would say they were large businesses 
per ore: 1930, 

MR. SCOTT: You have to read the next sentence, too, 

BY MR. PARKER: 

Genito. Read. Lt a bis 

"They buy from the farmer and sell on the market having 
the same control over their assets and following the same 
practices as their private or corporate business competitors," 

On what authority do you make that statement? -A, In 
addition to an expression of opinion from our roading, again, 
/ would ask Mr. Scott to tell you -- 

Q. No, I would rather you told me on what authority 
you or the Board of Trade make that statement. It is a 
Statement of fact, not an opinion or an argument at all. 
It is a statement of fact, and you know whether or not it 
LS. true, A. I think we asked our counsel to secure some 
of the information that is being presented to the Exchequer 
Court, through his Ottawa representatives, but we were unable 
to secure that; but we think that information would be able 


to demonstrate to your Commission a great many of the points 


there, 


Q. Now let us get that straight. You have opened up 


a very interesting matter there, I think. Your counsel 
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endeavoured to get from Ottawa certain statements that had 
been filed in reference to certain cases pending in the Ex- 
chequer Court? 

MR. SCOTT: Let me explain that. Our committec under- 
stood that that sentence represented the factual situation, 
that last sentence in this pave graph; and so %syuppert 41% = 
inquired from our correspondents in Ottawa if, as we under- 
stood it, there were three pending actions in the Exchequer 
Court, taken by the Minister of National Revenue against cer- 
tain wheat pools, We have no concern with that litigation 
in any shape or form, but it did occur to me that the state-~ 
ments of claim filed by the government in these three cases 
would contain factual information from the offices of the de- 
partment that would be matters of public record; and, being 
a public document in the Exchequer Court, we would have that 
available to support that sentence. But the ruling was that 
these records are not available to anybody except for the 
attorneys of record, so we were unable to give the figures 
that I felt would be in those documents, 

MR, PARKER: And meeting with that difficulty -- 

MR, SCOTT: The general feeling of the committee was 
that this statement represented the truth, to the best of 
our knowledge and belief. I thought I could have it sup- 
ported by the statements of claim filed in those cases, and 
I have been unable to get them. As a matter of fact we are 
not attempting in this brief, all the way through, to deal 
with any particular business, 

THE CHATRMAN: You will probably hear a great deal more 
about that sentence the week after next. 

MR, SCOTT: Quite so; and I want to emphasize that all 


through the brief we are not attempting to go into the details 
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of the business of any particular person or Sroup of person, 
That sentonce occurs there because it is a matter of public 
notoriety that ‘the grain cases are one of the things before 
ChG public... That 4 sithe explanation. Nor are we anywhere 
through the brief attempting to attack the idea that people 
Should not be able to do business ona co-operative basis, 

MR, PARKER: Well, make your argument after I am through, 
please. The only comment I have to make is that not having 
been able to get the facts and have them Veriried, Sinem 1 
wonder why you let it go at that instead of making the state- 
ment that these were the facts that you presumed were in these 
documents, 

THE CHAIRMAN: TI have very often heard counsel make state- 
ments which they hoped would be proved later On. 

MR. PARKER: But this is not counsel; this is the Chamber 
of Commerce, 

THE CHAIRMAN: Supported by counsel, 

MR. SCOTT: This brief had to go out by a certain date. 


ates 


There was a deadline to meet, and if we have not been able to 
get the records since then, at least we have done the best we 
Gould. 

BY MR, PARKER: 

C On page 12, in the paragraph beginning at the bottom 
oF page 11, you say: 

"In the period between world wars I and Lt many ins 
Prluences were contributing to the development of co-operatives 
but one conclusion seems reasonably clear, After a slow rate 
of growth over many decades the rapid expansion of cO0-operatives 
end mutuals in Canada has been Substantially enhanced by their 
exemption from liability for income taxation, The record 


Supports that conclusion, While this position of special 
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privilege is maintained the expansion of co-operative and 
mutual associations will continue, leading finally to the re- 
rioval of a considerable part of the commerce of the country 
Prom the taxable to the tax-exempt form of business organiz- 
aoi0n, This will result in a lose of revenue to the govern- 
ment and the shouldering of additional burdens by the tax- 
paying citizens. 

What you are saying there, I suppose, is simply this; 
that the more people who are exempt, the revenues go down 
from that source, and somebody else nas to make it up? 
en CB 1, 

Q@. But you are not overlooking the fact that, as the 
co-operative associations as such are exempt from taxation, 
where dividends are paid out to the members, those individual 
members pay very much increased income taxes, to take up a 
Substantial portion of the slack. You are not overlooking 
that? A, On that part paid out. We are aware of that. 

Q@. Have you made any study to ascertain how much of 


th 


av) 


t apparent loss by reason of the exemptions is made up by 
the increased taxes paid by the individual members? Ae. We 
would very much like to have made that statement, but un- 
fortunately we think that substantially most of that income 
tax revenue information is only available in the Income Tax 
Department. 

Q@. I say you did not feel that you could make a study 
iat wWoudd be profitable or helprul? A. We think it would 
be better to have that information, but it is not available 
to us from the National Revenue department. 

@, But you wild-agree that the general principle is 
correct, that there would be, what shall I say, a substantial 


taking up of the apparent loss? A, I have no way of knowing. 
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Q. And you would not care to express an opinion? 

A. I would think there might be some, 
BY MR. VAUGHAN: 

Q. Perhaps before passing that sentence it would be 
well tec reconcile it with the reply Mr. Sutherland gave a 
while ago, when he said there was no harm in privately owned 
businesses selling out to co-operatives. This last sentence 
would indicate a different reply to that question, where it 
says, "This will result in a loss of revenue to the govern- 
ment." The two do not seem to gibe? A, I think you are 
correct; mine was rather a narrower statement than your 
amplification of it. There might be an infiuence resulting 
from that, affecting the national revenue. 

Q. That is what I am not clear about, as to whether 
you had the national revenue in mind at all when you replied 
previously? A, ..am afraid 1 overlgoked thatema1.. 

BY MR, PARKER: 

Q. I turn now to page 13, the second paragraph on the 
page, where we are coming to this legislation: 

"The co-operatives, through their union, made represen- 
tations to the Income Tax Commissioner that they were in 
effect mutual non-profit organizations and that ‘prerics: 
from business operations with their members were not com- 
parable to profits cf joint stock or private companies 
trading with the public." 

On what basis do you make that statement? A, That 
is in conversation with government officials, sir, I came 
vO Ottawa, of course, to discuss the matter informally and 
gather as much background as I could, 

Q. And you say it was on their representations that 


your argument or brief was drawn up? Ay dowould, Like to 
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read in connection with that, as relevant, what Mr, Dunning 
Said in his consideration of this matter in 1930, 

Q. In the debate? A. From Hansard, 

Q. You need not bother, because the Commission has 
already seen and read it. 

Wie OCOlT: But there 12 one particular sentence, 

MR, PARKER: Very well; I do not wish to shut WOUeOrL, 

THE WITNESS: This is Hansard for the session OF L930, 
Vol. 3, page 2509, where Mr, Dunning said: 

"I was interviewed by representatives of co-operatives 
Prom coast to coast," 

Q. Does it contain any words saying that he is giving 
effect to their recommendations? A. No, he does not say 
that. 

Q. Then I refer to the last sentence of the next para- 
graph: 

the 

"Apparently, there was little anticipation of, Significant 
effect this exemption would have upon the national revenues as 
co-operatives developed in size and numbers and expanded into 
Dew fields of operation, " 

That is the point about which I. asked you a while ago, 
whether the size of these monsters makes any particular dif- 
Terence, It does not change their nature, does it? A. “No, 
but there I am referring to the loss in national revenue. 

Q. Now I go to page 15. It is the same question again 
that I asked you before, about carrying on business in similar 
circumstances and under similar conditions, and so DOG it auc 
in your argument there are you not overlooking the fact that 
a great deal of the business, at any rate, of these co-opera- 
tives is done on a consignment or agency basis; and does that 


not make a difference? A, That may be, Sir. 


- 
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Q- I know it may be, but do you not agree that it does? 
A. I would have to know more about the contracts, I do not 
know the details of those cases YOu SYe roterving tb o% 


Q@. Iam not réfe ring to a particular case but to a 


ia) 


System of doing business. The co-operative handles the products 
of its members on a consignment basis, They do not buy them; 
they merely handle them? A, AS an agent, you mean? 

OQ. “os? A.) Lewould tuinr as an agent, the agent would 
return all the income accruing to his principal, 

Q. He would be under an Obligation to deliver it at the 
time or at some later date, You would not consider that prorit, 
though, would you? A. Not in the hands of the AaZENG. Lit 
would not be his, 

BY MR, ARNASON: 
Q. At the end of that same paragraph Mr, Parker was 
asking you about, you state: 

"Few operate as mere agents for their members," 

I wonder on what information you base that conelusion, 
Have you any statistical information? A. No; again that 
48 On the general reading we had to do to get this thing pre- 
pared. We read all we could find; the Western Producer; the 
Canadian Cooperator, and go on, and that was to the best of 
my belief and opinion, after reading this background, 

Q. Then one more question in connection with that, 
Suppose a producer marketing co-operative accepts agricultural 
commodities from its members and takes title to those com- 
modities, but is under a definite Obligation to pay to the 
producer member all that remains from the proceeds of the 
Sale price, after deducting designated operating expenses, 


Would you say that that is an agency? You will notice the 


words I use, "taking title to the commodity." He is under 


tae, 


Os 
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taat obligation, nevertheless, to return the entire DOE one 
tO the shipper, after deducting designated Operating expenses, 
A. And you say, do I think that would be an agency? 

Q. Yes? A, I am afraid I would not like to say, be- 
cause I have not the legal qualifications to GEL CRS ie 

THE CHAIRMAN: That is a very wise answer, I Unink, 

BY MR. PARKER: 

Q. Then may I direct attention to the bottom of page 16 
and the top of page 17, where you use this expression "risk 
capital” again, and talk about the expansion of business, and 
you gay; 

"Taxation policies which now influence practically every 
financial decision made by business management, will need to 
be Tramed so as: not to discourage saving and the free flow of 
risk capital to the end that trade and business will expand 
and increase production," 

Then you go on in the next paragraph and argue, in 
S tect, kha ithe tendency by reason of these exemptions is 
for the taxpaying business to convert things in some way into 
a non-taxpaying class? A. Or to refrain from expanding. 

Q. But from the standpoint to which they may or do 
convert, in order to get rid of the burden,” ear out at vo 
you before, what harm is there in that? Let them convert, 
Gate ers a Ws If there is a better way of doing business, 
who would not do it? A, If it is on a fair and equal basis 
of treatment; certainly. 

Q. But I say that if a private, ordinary, joint stock 
company finds that it is paying more taxes than it thinks it 
Should pay, and that #t can convert into the co-operative 
type of business, why does it not do SOs and’ why Nou eu 24 


do so, and why not urge it to do so? A, You mean why not 
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from the public interest? 

Q. For any reason. What reasons are there against it? 
A, On page 5, quoting from the observations at the United 
vtates inouiry: 

"They (co-operatives) should avoid the lure of a co- 
operative monopoly. There seems to be no reason to believe 
that the stimulus of competition is needed any less by co- 
operative than by private business, or that a co-operative 
monopoly would not stop progress just as Surely as private 
monopoly does," 

Q@. But no more so? A. We do not say any more so, 

Q@. Can you sum up ina word what is the Objection to 
everybody going co-operative, if it is a good form of business? 
PAG 18 my point. A. If 1t 18 a good form of business, 

Ge OU 00 OOu say that Lt ie not >to you? .You would 
not argue that? A, I think individuals have the right to 
choose which form it should take. 

Q. Anc he who chooses one should not object to he who 
chooses the other? A. On ean equals yes: 

Q. Perhaps we are getting back to the same old question? 
ne . SM arradd: so; 

Q. Now let us come to these recommendations, and then 
wo will be througn, As @ result of al] “tnis, this sa anet 
the board recommends, 

"(a) That all persons carrying on the same or similar 
businesses in Canada be subject to taxation on the same basis 
under these acts and be subject to the same administrative 
fules and regulations in computing what shall constitute 
taxable profit,” ~ 

When you say "carrying on the same or similar businesses" 


do you mean in the same way, Similar businesses conducted in 
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the same way, or irrespective of how they are cont 
a. That is an attempt to say likes and iikes, to 
Tike with like. 


Q.. That is, a man engaged in the wheat busin 


ee ae 
HETe ae 


compare 


ess, we 


Will say, dealing in Wheat, irrespective of what methods he 


employs in the dealing with his wheat, you say the 
same, the principle remains the Bano? ee “eG ae 

Q. And should be taxed the sano? A Yes, 

Q. In other words you allow for no distinct? 
incidence of taxation between the co-operative met 
orcinary joint stock method? A. In the applicat 
income tax to income? 

Q. Yes, Is that your position? Ae Wes 

@.- All right; let us pass on to the next rec 

"(b) That the double taxation of income naid 
dividends which the present Income War Tax Act imp 

Would you amplify shat just a little? Double 
on what? A, On income paid out as dividends. 

Q. You are referring to ordinary joint stock 
dividends; is that it? io ea 

Q@. And you say that inasmuch Aen the ordin 


stock company the company has first to vay corpora 


y are the 


A, Yes, 


On On Lhe 


hod and the 


LOD NOL 31x06 


ommendation: 
out as 


OSes FON a 


Wee 


Persons subject to taxation thereunder bo eliminated." 


taxation 


company 


Boy jolie 


tion income 


bax, and if it has anything left out of which to pay dividends, 


the person who receives the dividends has to pay income 


them? A. Yes, on the same income again, Lhe 


iS paid on the income received by the corporation, 


ct 


Shareholder pays again on that same income, which 


a= dividends, " 


Q. And you say that system should be elimina 


tax on 
income tax 
and the 


he receives 


tea? 


A, It seems inequitable to us, and we recommend that it be 


eliminated, 
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Q. But are you Suggesting that the system of double 


‘ 


taxation be eliminated? Ae res. “Gike, 


O 
Vacs 
an) 
i 
a 
i 
a 


THE CHAIRMAN: fs that recommendation based Om ark 


of the reference? 

MR. SCOTT: In our submission it is. We considered that 
point very carefully, and if you will look at the latter part 
of the terms of the reference it S°vys this: 

"--and report all facts which appear to them to be 
pertinent for determining what would in the public in- 
werest, consti tute 4 just, fair and equitable basis for 
the application of the Income Wer Tax Act and the Excess 
Profits Tax Act, 1940, to co-operatives and to persons 
other than co-operatives in respect of methods of doing 
business analogous to co-operative metheds, such as the 
making of payments commonly called patronage dividends -." 
Then here is the parts 
"~-and to make suen recommendations for the amendment of 
existing laws as they consider justified in the public 
interest," 
In effect this recommendation (b) is a recommendation 
that the English system be brought into being here, “Existing 
laws" we take to mean all existing laws. 
THE CHAIRMAN: That is, you invite us to scrap the 
present Income War Tax Act and substitute anouherin Ve Ghat. 1° 
Me, SCOTT: Ohi nos met et Ali. bwe leave the present act, 
but we would recommend amending it in such a way as is presently 
in effect in the English income tax, 
ME PARKER: Geido not wish to enter into an argument on 
this point at this time, but I think I should say, in regard 
to the clause my learned friend just read -- 


"-~ and to persons other than co-operatives in respect of 
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methods of doing business analogous to co-oparative 
methods’ =." 
-~ If he wants to argue that the methods of joint stock com- 
panies are analogous to the methods of co-operatives, he may 
be right, However, I do not think Chis 1s the tine to argue 
what that means, 
BY MR. PARKER: 

Q@. Whether relevant or not, that is.vhat you are Sugge st- 
fae? Aer hee See 

Q. That the double tax on those dividends should be 
eliminated? ne ese, Sar 

Q. How do you eliminate it; by clininating the corpor- 
ation tax or by exenpting the recipients of the dividends? 
There are two ways to eliminate nee Which one do you suggest? 
A. Paragraph (b) does not Say to lift the corporation tax, 


de 


We would not imply that by this statement at ali, We want the 
government to implement the removal of that duplication, 

MR. SCOTT: What we want is to have the recipient giver 
credit for the tax paid by the corporation. 

BY MR. PARKER: 

Q. But this is what it as, so we will understand it: 
that the double taxation on income be eliminated. A. That 
double taxation on income paid out as dividends be eliminated, 
We do not suggest any one of two or three alternatives. 


Mite COULl? Theat in the supplementary statement, 


et 
ca 


MR. PARKER: But the supplementary statement was drawn 
up only by the executive committee. It may be perfectly sound, 
but the recommendations which are here were approved by all 
the boards across this country, and I am trying to find: out 
just what they are. I am trying to discover whether you are 


Suggesting that the corporation tax be eliminated, or whether 
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you are suggesting that the corporation tax be paid, as now, 
and that the recipients of the dividends shoyid be exempt in 
respect to those dividends, 

R, SCOTT: Take credit LOrr ac, 

MR. PARKER: Let the witness answer. 

THE WITNESS: We ask for the elimination of the double 
vaxation on income paid out as dividends. We do not indicate 
any particular method that the government should follow. 

BY MR, PARKER: 

Q. That is POs cE Out. Ves it-at' that fam quite 
Satisfied. Now we come to recommendation (ce), and apparently 
this is one about which there was some doubt among your mem- 
bers: 

(ic) That antid sue double taxation of all) 4neons paid 
Out as dividends igs eliminated, the "patronage dividends! of 
co-operative or mutual companies and associations be dealt 
with in the same manner a8 all other dividends which are not 
now exempt from taxation as income of the payor,." 

Frankly I cannot Quite follow that, If the Comission 


9 


understands it I will not waste any more time on is, Just 


what is it you are recommending to be done about that? Per. 
haps Mr. Scott will explain that better than you. 

Mie SCOTT. TG Ag the understanding of our committee, 
Mr. Chairman, that “patronage dividends" are all payments by 
way of dividend, rebate, discount or bonus, other than ordin- 
ary trade discounts or price adjustments such as are now per- 
mitted to other taxpayers as deductions from taxable income, 


MR, FRANCIS: I wonder if that could be read slowly, so 


MR, SCOTT: Yes, I will read it again: "patronage Ciiles 


dends” are all payments by way of dividend, rebate, discount 
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or bonus, other than ordinary trade discounts One pn tee a0 just. 
ments such as are now permitted to other taxpayers as deduc- 
tions from taxable income, 

BY MRi VAUGHAN: 

Q. In connection with these recommendations, recom- 
mendation (a) refers to persons carrying on business on the 
a Denis. ead 60 con, oe “have: ob gO back to the first para- 
graph to get to what I am referring to: "whether organized 
a8 corporations, co-operative or mutual companies," What 
was meant by "mutual companies" there? Does that refer to 
mutual fire insurance companies, or does that just refer to 
mutual trading companies? A. We have to rely on the 
definition in Section 4(@), which says: 

"--the income of mutual corporations not having a capital 
represented by shares, no part of the income of which inures 
to the profit of any member thereof --" 

It is so broad and indefinite we left it in that WAY. 

Q@. I8 this intended to cone within that broad recom- 
mendation, and apply to mutual fire insurance companies? 

A. Yes. The only exceptions we made in the brief are life 
insurance companies, which we fecl are different, 

Q. And is this intended to cover credit unions? A. Yes, 
Sir, We have quoted section 4, subsections (2), (4), (to) ana 
(q) with the exception of life insurance companies, 

BY MR, ELLIOTT: 

Q. On page 17 of your brief you raise a rather funda. 
mental issue which I would like you to explain, if you will, 
because it was rather refreshing to me after the last month 
or so. You say: 4 
"--the real burden of taxation “mposed upon the company cannot 


be separated from the individuals who are associated in one 
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way or another in its operations as customers, employees on} 
shareholders -." 

I take it that moans EHiSs) that “in considering the equity 
of a tax system you have to See how it affects real human in- 
Cividuals, one against the other; is that ite Be eos hag 
taxation is not Simply limited to the immediate incidence, but 
perneates through the whole economy, affecting all those in- 
volved in the operations, 

Q. That while a company may pay a tax, one cannot con- 


sider the real Squiuy or 2% without Seeing how human individ- 


D9) 


uals, and not merely the corporate personality, are affected 
J am asking, was that your meaning, was that what you had in 
mind? Hie Heche thate 43 perhaps a rather broad interpre- 
tation, I think we mean by this paragraph that taxation, as 


we Said earlier, affects the decisions of business men, and 
that our interpretation of equitable taxation would mean that 
all business men would have a fair chance, a fair field and 
no favour, to secure the geeatest productivity and employment ; 
and we feel that those two factors increase the well being 


hot only of the corporate body but! of the employees, the share- 


holders and the consuming public, and of course the National 


Revenue department through their increased taxation arising 


sherefrom, 

2. YOU 80) ont to! gay 

"When any particular forn of trading or business organiz- 
ation (such as co-operative and mutual companies) is exempted 
from taxation which is imposed upon other organizations then 
lt is not the company which is relieved of the tax but the 
Subscribers, members, employees and customers of one kind of 
company or organization who are exempted from taxes which are 


imposed upon the shareholders, employees and customers of 
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other enterprises," 

I am wrong, then, in interpreting that to mgan that you 
are not placing much emphasis on the personality of the corpor- 
ation, as such? A. Iam afraid we tend to somewhat agree 
with the British point of view, where the corporation is 
nothing in itself but a channelization of “hewwncome, ior ihe 
“nstrumentality for raising income which properly belongs to 
the individuals who control the corporation. It is only a 
means for them, 


Q. On what grounds is that view based or on what grounds 


wa 


do you accept the view? A. <A corporation to masse the bricks 
and stones and machinery. The thing that makes it go are the 
en who own or control or operate it, or work in it. 

Q. And how is that related to the principle of the 
ability to pay? A, Through the success of the men who 
operate the corporate body. Their success depends to a degree 
upon how well they meet the wants of their customers, 

BY THE CHAIRMAN: 

Q. Are you thereby meaning to weaken the idea of a 
Separate legal entity, which has been established by the 
courts on many occasions? AY NG, See 

Q. You regard a corporation as separate from its share- 
holders, members or whatever they may be? A.  Cemctalimias. Sir; 

By ME BLbDLOrs 

Q@. But for tax purposes? A, We ae thinking Of tie 
results, not the incidence, if I can make that clear, 

Q@. You are not thinking of the entity that pays the tax 
but the effect on the human individuals? A. Related to the 
entity. ? 

BY MR, NADEAU: 


Q@. What is the prevailing type of co-operative in 
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Creat Britain, compared to what we have here in Canada? 
A. Without full knowledge, Mr, Nadeau, I would think that 


the predominant type would be the consumer co-operative, 


Q. And what would it be here, to your knowledge? A. In 
magnitude of transactions I would think the produeer type, in 
Oanada, 

BY MR, ARNASON: 

Q. In your reply to Mr. Vaughan you stated that credit 
unions were included in your recommendation, that is your 
general recommendation (b)? A. Yes, and the general con- 
tent of the brief, 


Q. I just wonder whether you would care to develop your 


ideas a little further, as to in what way ordinary corporate 


business is affected by the operations of credit unions, whict 


deal only with their members? A. Ordinary corporate bus- 


a, “esr A, Iam afraid I cannot answer that, I am 
BOPrY.« 

Q@. Let me put it in this way. Was it your idea that 
in including eredit: unions, you are including them simply be- 
Cause they are exempt under the Income War Tax Act, and you 
include them as a matter of course? Ay May 2 just rez 
phrase thatosslightiy? There we have’ triedrts Lay down our 
Peneral bélief in the general principle of equality, and we 
felt that those four types listed under Section 4(g) (i) (p) 
(q) were the ones applicable to the present study, 

Q@. You had no information, then, as to the extent to 
which private business is affected by credit unions? A. I 
iain possibly credit unions’ do servo >a useful purpose in 


particular circumstances. Iam afraid I cannot give specific 
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examplos of how they affect private corporations, they Wien 
be good or bad} I have not that information, 
BY MR, 2ouLOrT: 

Q. Do you know whether there ere any of the members of 
your associated bodies who regard credit unions as being their 
direct competitors? A, I have no knowledge of that, 

BY MR. VAUGHAN: 

Q. Mr, Sutherland, this 1s not what is meant, that credit 
unions would Se one of those eee ee: that would come under 
your reference to "similar businesses," That is, what would 
be a Similar business to a credit union? Perhaps you did not 
intend to compare a credit union with ea merchandising business, 
but with a financial business? A. That would be a closer 
approximation, I would think; the personal loan business, per- 
MEO. 

Q. That is, under your wording "similar businesses" 
perhaps it might be the banks, I do net know, or people who 
conduct financial businesses? A, In a very broad, general 
sense a financial institution would cover both kinds; perhaps 
a Dank and. perhaps a credit union, 

Q@. That is the point, whether Goat is what you meant by 
that; whether a similar business would be a buSiness of the 
same kind rather than comparing a credit union with a merchan- 


dising business, a producer co-operative or a consumer co- 


operative? As That would be so, 1 think, 
MR, ELLIOTT: 7 think perhaps that was the point 


Me, Arnason had in mind. 
BY MR, HOWARD: 
Q. There is just one point in relation to this supple- 
mentary brief of your executive committee. I want to make it 


clear in my own mind that your conclusion that the Income War 


a 
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Tax Act cannot be applied to co-operatives without modifi- 
cation relates only to the type of co-operatives that you 
appesr to be dealing with. Your premise 18 on page 27: 

"In the case of dealings by co-operatives with their 
ombers, the basis of their agreement is that the price, as 
between the co-operative and its member, is not established 
until the cost of the transaction can be ascertained, This 
is done by agreeing initially upon a provisional or bidling 
price (which may be more or less than the final price of the 
goods) and later adjusting it through a discount, rebate, 
dividend or bonus,” 

The point I want to make clear is that your conclusion 
is related exclusively to co-operatives that function in that 
particular way? A. Yes. I think that is included in the 
definition of the patronage dividend which Mr, Scott read into 
the record, 

Q. I want to make that clear, because there are quite a 
few co-operatives, or people who call themselves co-operatives, 
who do not function clearly on that basis; and I wanted to 
make Sure your conclusion was based on the premise that that 
vas the type of co-operative which involves you in the conm- 
putation which you detail, 

MR, SCOTT: I may be stupid about it, but I do not quite 
rollow Mr, Howard's question, 

MR, HOWARD: On page 27 you have two sentences which make 
positive statements as to the way co-operatives function, We 
have discovered during these hearings that there are many 
organizations which do not function on that basis, I want to 


find out if the conelusion of the executive commitsee in the 


last paragraph is related only to co-operatives which function 


i! 


Only on that basis, You use the word "co-operatives" there in 


we 
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4 general sense, ag though you were talking about everybody; 
and for myself I do not think there is any difficulty about 
taxing the types of co-operatives that do not function on that 
particular basis, 

MR. SCOTT:. I believe that is a matter of argument and 
inference, I do not think this witness is Lota Does wom 6 
auplify the instructions expressed in writing there, 

THE CHAIRMAN: Mr. Howard i8 On record with his observa- 
tion in regard to that paragraph, which I think covers his 
Oat. 

MR, SCOTT: Mr, Howard makes an observation which draws 
attention to certain matters in the statement, 

THE CHAIRMAN: Quite, 

MR. SCOTT: “But I do not know that Mr, Sutherland, a 
witness, can amplify or write conditions into the written 
hoy Galt s ie 


THE CHAIRMAN: If Mr. Sutherland wishes to answer he may 


MR, PARKER: There is just one observation I should Like 
oO make, so diowitl we 64 the récord., Ih the Cally party oF 
iy examination I was dealing with how this brief was circulated, 
I noticed later that the letter only asked that it-be sub- 
mip Ged. LO Tie councils, the various councils of the boards of 
trade, I was under the impression that it had been submitted 
to the full meetings of the boards of twade, so there would be 

wide distribution, 
Ba My.) COTM: 

Q. Do you have any knowledge as to whether they called 

a full meeting, or whether it was dealt with by council, or 


whether it was left to be dealt with under their local by-laws, 


as they saw fit? A. I think Mr. Parker was just observing 


= 


” 


hye 
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that fact, 
BY MR, MILLIKEN; 

Q. Just as a matter of clarification -- and perhaps 
Mp, Scott will answer this -- dealing with the very point 
Mr, Howard brought up, there is apparently a2 Giseouns or a 
ebave Or a dividend or Something being paid, referred to 
on page <7; and I would take it from the wording of this 
Section that you think that is a proper ceduction before 
arriving at taxable income. Is that right? Ne | Wer ns ay 
that costs of carrying on business are properly deductible. 


Q. You think this discount referred to on Dae, 18 


a proper deduction before arriving at taxable income? 


A, Would you quote me ‘the sentence? 


Q. Iam referring to the section that Mr, Howard quoted: 
‘Therefore, until this discount, rebate, dividend or 
bonus is determined in respect of any transaction it could be 
contended that the transaction is not completed and consequently 


that no taxable profit thereon could be determined," 


Do you agree with that? Aye YOR, 
Q@. You agree with that statement? Ae.) X85. That roe 


lates to this payment or adjustment of price referred to in 
the prior sentence. 

Q. Then if you agree with that statement, how do you 
reconcile it with the definition Mr. Scott read of a patronage 
dividend, which is referred to in recommendation (e)}. On pase 20° 


Mee SCOLs- did not Allow for that type of payment at all? 


A. Ido not think that is contradictory, 


a Ou Oo nok Tank IG se Feo. Gl, 


Q. It is certainly a dividend of some type for which 


Poa eons Gid not allow in Ris @efinition? nh, 2 ain aot, 


a 


BY MR, HOWARD: 
Q That is just the point I am trying to make, T want 


on) 


s] 
he 
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to make it clear that you are Speaking, in this supplement, 


La 


only of these particular types of co-operatives; and that it i: 
only their dividend or their discount or bonus, and so forth, 
Ghat_involves the difficulty of determining their taxable 


profit? A, As stated in that sentence, 


Q. In other words, although you use the word " 


ed 


co-opera- 
tive" generally as though all co-operatives function on that 
basis, you are talking only about 2 particular type of co- 
operative which functions on a particular basidg; and for that 
co-operative you visualize the difficulty of applying the 
ineome War Tax Act* A, Yes, We recognize that difficulty 
wety Cloarly. 

MR, MILLIKEN: If what you have just, Sai@ 28.80, AG geoma 
tO me the definition of a patronage dividend which Mr. Scott 
read would reaquire some modification. 

MR. SCOTT: I do not see that at all, It is a matter of 
argument. 

THE CHAIRMAN: We are not going to modify it now; that 
iS quite clear, 

MR. SCOTT: That-is so. ‘We have the defiuitien. 

THE CHAIRMAN: Yes, and we will look it over in due 
TONS ESSN 

MR, VAUGHAN: What is the effect of this Supplementary 
Statement on the recommendations (a), (b) and (c)? The effect o: 
(¢) is deleted altogether, is it? 

BY THE CHAIRMAN: 

Q. No. I understand this is merely additional recom- 
mendations made by the executive committee, which have not 
passed through the various boards throughout the country? 
ie) LOS. 


MR, VAUGHAN: My only point is that recommendation (c) 
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recommends one thing, and this recommends another, 

MR. SCOTT: It is not our understanding that it is in 
any way in conflict with the recommendations which were sub- 
mitted to the members, Dae Ae eGhies ast thing we would have 
in mind, It speaks for itself, It says it is intended as a 
Supplementary statement on the practical application of the 
Income War Tax Act and Excess Profits Tax Act to co-operatives 
and all persons other than co-operatives, and emphasizes the 
submission we made in recommendations (b) and (ey petnae ontid 
double taxation is removed by permitting the recipient of 
dividends to take credit for what the corporation has already 
paid, inequities and anomalies will exist in our present 
system, 

MR, VAUGHAN: Well, as long as we understand it, 

MS SCOTT. ht. was tio emphasize that point, and make it 
more clear, 

THE CHAIRMAN: Your contention is that the supplementary 
statement supports the conclusions at which you have already 
arrived in the main brief? 

MR, SCOTT: Quite so. The executive committee would not 
have been free to Due UP Something different, in the way of 
a recommendation, after polling 133 members from coast to 
coast, It also emphasizes paragraph 5 of our conclusions, 
where we say: 

"Compared with the tax exemption granted co-operatives, 
the profits or surpluses of other companies, bo the extent 
they are paid out as dividends to Shareholders, are taxed 
twice, once in the hands of the company and again in the 
hands of the shareholder, This is inequitable," 


It supplements that paragraph in greater detail, 
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BY MR, ELLIOTT: 
Q. Is it also part of your intention to explain how the 
two sopts of concerns can be taxed Subject to the same adminis. 


trative rules? A. No, we do not go that far. We tried to 


illustrate the difficulty of that, 


MR. PARKER: Next come the United Fruit Companies of 
Nova Scotia Limited. My learned friend Mr, Nowlan, K.C.., 
I believe is responsible for the brief. 
MR. NOWLAN: Mr, Chairman, the United Fruit Companies 
have filed this memorandum, which will be read, and I have a 
witness here in support of it. It occurred to mé, Subject to 
une direction of this Commission, it might perhaps facilitate 
matters if I read the brief myself, instead of having the 
witness read it, 
THE CHAIRMAN: I think that would help us greatly, since 
AS usual we are pressed for time, 
MR, NOWLAN: 
"Brief submitted on bahalf of 
The United Fruit Companies of 
Nova Scotia Limited. ere 
"In this memorandum, it is proposed to briefly sketch 
the history of The United Fruit Companies of Nova Scotia 
ismitved, hbereinarter referred to as ‘the Company,’ co Doing 
out some of its achievements and to admit of some of its 
failures, Pinally, it 1s proposed to Suggest some of the 
problems that confront the Nova Scotia apple industry in the 
future, and the necessity of a strong co-operative, if those 
problems are to be met. 
"The company i8 a body corporate incorporated under the 
provisions of Chapter 22, Acts of Nova Scotia 1912, now 
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Part 2 of Chapter 70 R.S.N.S. 192%, Its shareholders con- 
sist of local co-operative companies situate in various parts 
of Hants, Kings and Annapolis counties, These co-operative 


companies are incorporated under the provisions of Chapter 33, 


Acts of Nova Scotia 1908, now Part 1 of Chapter 70 R.S.N.S, 


1925. More than 1400 growers dispose of their apples through 
these various companies which, in turn, deliver them through 
the company, That means that approximately 58 per cent of 
ail the apple growers in Nova Scotia are associated with the 
company. 

"The legislation of 1908 and 1912 provided machinery 
for the control and administration of the central and local 
companies, Hach local company annually elected three members 
who collectively constituted the annual or general meetings 
of the company. From these three were elected a director 
who collectively constituted the board of directors, Sub- 
sequent legislation permitted the creation of a small board 
of management chosen from the directorate, The powers of 
these various boards were controlled by the Act. and by the 
by-laws authorized by the Act. In practice, the represen- 
tatives met once a year, the directors three or four times 
&a year, and the board of management met frequently, and 
actively supervised the affairs of the company. 

"The organization was too cumbersome to give the local 
companies an active voice in the management of the company, 
By Chapter SO of the Acts of 1944, an amendment was made re- 
Gueine the representatives from three to one Tor each Doead 
company. These are termed governors and are elected annually 
by the members of each local co-operative. They meet more 
frequently-and exercise more control, and have more respons- 


ibility than the three representatives formerly chosen, From 
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these, are selected a board of directors of nine members 
which meets about once a month, There is now no board of 
mnagement, Thus control of the company is exercised Dy ale 
the growers who are associated with it, 

"Under the fornor legislation, only companies incorpor- 
ated under the 1908 legislation or The Nova Scotia Companies 
Act could be members of the company; now, any person may be- 
come a shareholder with the approval of the directors, 

"Under the former legislation, each shareholder exercised 
the stock company privileges of casting one vote for each share 
held. Under the 1944 legislation, each shareholder has only 
one vote, regardless of the number of shares held OV TG. 

The first apples exported from the Annapolis Valley are 
Said to have been shipped by Sailing vessel from Halifax to 
Liverpool in 1849, The annual average exports from 1880-1881 
amounted to 30,320 barrels. By 1900, the annual exports ex- 
ceeded a quarter of a million barrels, and in Loli & record 
cron over 1,700,000 barrels was grown, Few subsequent years 
have exceeded that figure. The crop for 1943 was Slightly 
more than 1,600,000 barrels, In other words, the period from 
1390-1910 witnessed a tremendous expans Sion, and thereafter, 
shere was @ levelling off of production, 

"The first attempt at cooperation among the growers 
became evident in 1905 when The Annapolis Valley Apple Shipping 
Association was formed. It grew out of the general discontent 
prevailing throughout the Valley, due to the opinion of the 
growers that they were not obtaining full value for thoir 
Puples,  Oone of the principal causes for organization were: 

"1, In order to secure lower freight rates, The growers 
were paying 90-95 cents per barrel of 160 lbs. freight to the 


English market, while Canadian millers were only paying 
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36 cents per barrel of 212 lbs. from Montreal to the same 
market, 

"2, Elimination of much of the commission to speculators, 
railway and steamship officials, fruit brokers, and of such 
expenses as extra wharfage, 

"3. Aceurate knowledge of market and crop conditions. 

vt,» Unitermity in packing. 

"However, the organization was inefficient and theoret- 
feal. No capital was raised and very little was done by this 
organization to improve the conditions, 

"AS a result of action taken at the 1908 annual Ineeting 
of the Nova Scotia Fruit Growers! Association, the first co- 
Operative act was placed on the statutes of the Province of 
Nova Scotia. This was Chapter 33, Acts of 1908, already re- 
ferred to, and was entitled ‘An Act to facilitate the incor- 
poration of Farmers! Fruit, Produce and Warehouse Associa-~ 
ia Ons. | This Act provided for the organization of joint 
stock companies, This provision was due to two reasons: 
first, it was making available to fruit growers the provisions 
of the Nova Scotia Companies Act without the payment of fees; 
Second, growers required capital in the organization of local 
co-operatives in order to purchase or build a warehouse for 
the handling of the fruit. It may also be said that those 
who had to do with the drafting of the Act knew of no alter- 
-hative. Most of the local co-operative companies organized 
fone Fru district have been organized under the wrovisions 
ee Chis Act, 

"Originally, it was intended that these companies should 
act as separate oe independent entities, Soon it was found 
that due to the inherent problems of the fruit industry, to 


which reference will be made again, some central organization 
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was necessary, Representatives of various local companies 
met together, and as a result, the Nova Scotia government 
enacted Chapter 22 of the Acts of 1912, Mow Part. 2) on 
Chapter 7O RoS,NsS. 1923. This Act was entitled ‘An Act to 
Burther Facilitate the Incorporation of Farmers! Poult, 
Produce and Warehouse Associations, ! 

"Immediately after the legislation was enacted, The 
United Fruit Companies of Nova Scotia Limited was incorporated 
the only company to be incorporated under Chapter Ben tO Le. 
Or under Part 2 of Chapter 70 B.S.N.S. 1923. 

"Twenty-four companies, incorporated under the 1908 
ogislation, originally formed the United Poult, Company, The 
first annual meeting was held on July 2nd, 1025) ewe 
there were thirty-one shareholder companies represented, In 
all, over fifty companies have been incorporated under the 
1908 legislation, the great majority of them having been 
created before the first world war. Some of these failed up 
and disappeared, Some merged with others, To-day, there are 
59 local companies which are shareholders of the company of 
which number 37 use the facilities of the company for delivery 
of apples and purchase of supplies. 

Ne tel Ged ir sil: he apples of the patrons of local com- 
panies were disposed of through the company and the proceeds 
‘pooled! on the basis of grade and variety. This provided 4 
rPuitful field for dissatisfaction. To the difiiouliies in 
herent in maintaining a uniform grade from all companies was 
added the active opposition of those private dealers who ‘con- 
tinually attempted to sabotage the company. Finally, the one 
central pool was abandoned, each local company thereafter 


operating its own local pool. Several of the shareholder 
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companies withdrew their apples entirely from the company 
and operated their own selling agency. 

"With the outbreak of the second world war, a central 
pool for all apples, whether co-operatively owned, or other- 
wise, was created by order in council under the War Measures 
Act, The advantage of this central pool have now been made 
apparent to all growers, With one or two exceptions, all the 
companies which left the company because of dissatisfaction 
with the original pool, are once more delivering their apples 
to the Government Board through the company, Several inde- 
pendent co-operatives have, for the first time, become members 
of the company. All have expressed the view that if the 
Government Board should be discontinued because of the lapse 


v 


of legislation, their apples will continue to flow through 


one pool to be operated by the company. 
"The primary purpose of the company has been the market- 
ing of the apples of the producers. Incidental to this has 
peen the distribution of fertilizer and Spraying materials, 
anc to meet the demands of the members, a substantial business 
in mill feeds has also been developed. 

"The company has attempted to develop and service the 
market, to get the best price obtainable, and to return to 
the growers all that price after deducting expenses, No 
patronage dividends as such have ever been paid or retained. 
During the season, ‘advances! were made to the various members. 
When the season was completed, the balance of the moneys re- 
ceived from apples were distributed to the members. But the 
expenses of the company, of course, had to be met. Toa 
large extent, this.was done by making an assessment of several 
cents on each barrel of apples marketed through the company 


To the extent that this assessment could be reduced, the 
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grower correspondingly gained, Accordingly, profits made off 
the supply business as well ag from the by-product plants were 
credited to expense, thereby reducing the amount of the assess- 
went," 

We are quite frank in admitting there that these moneys 
were not paid out as perhaps they Should have been, in pro- 
port Lon Go the purchases, but on a rough balance, The people 
who bought their supplies were also putting their apples 
through, and as the Cxpense of handling the apples was re- 
duced it acted on the general average, at any rate, as a rebate 
Gividend to them, 

"Notwithstanding the suggestions contained in the memo- 
randum of the Halifax Board of Trade, the financial state- 
ments -." 

--you have those for the last ten years, 1 believer 
"-- show that the company has been financially involved for 
Many years, In fact, if it had not been for the Loyalty of 

a few directors who personally guaranteed the bank loans, the 
company would have been forced into itquidation) sola 
addition to the usual expenses of marketing, there was added 
a heavy interest burden, and the nee aeuiey of sometime liqui- 
Gating the liabilities, It is interesting to note that the 
local companies which recently resumed association with the 
company voluntarily made assessments upon themselves in order 
to reduce the indebtedness of the company. 

Cee sa ple fact as, ateall times, the operations of the 
company, and of most of the locals, have suffered from lack 


of capital, A few years ago, this was recognized by the Nova 


Scotia government and a mortgage eorporation was created by 


the government to loan government moneys to these co-oporativ 
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companics, At present time, the great majority of the 
locals have mortgages upon their warehouses from this source, 
The last balance sheet of the company shows a mortgage to the 

sovernment company of $48,074 with the capital of the company 
impaired by approximately $21,290. 

"The problems that prompted the formation of the first 
co-operative were mentioned on page 3 of this submission. The 
loyal support given the company by a large number of growers, 
through thirty years of revolutionary change and abnormal 
financial probleus, proves that the company Substantially met 

these problems, 

"Right up to the outbreak of this war, the company led 
in the fight for reduced freight rates In this, it was sup- 
ported by other interests engaged in the export of apples. 
But these other interests consisted of buyers and brokers to 


a 


whom the returns to the producer were Only (OF Secondary im- 
portance, Sometimes indeed these other interests Drerived by 
ihe Trelent rate, Th was the company that generally led the 
attack and when negotiations failed, chartered ships of its 
own to break the rates imposed by the North Atlantic combine, 
\s a Yesult, rates were reduced from three dollars to fifty- 
four cents a barrel, a saving of hundreds of thousands of 


dollars, that incidentally assisted all producers whether or 


not associated with the company. 


"The cost of fertilizers and insecticides has also been 
materially reduced to the producer. The company imported in 
large quantities, often chartering ships for this purpose, 
As @ result, those producers who were free to buy from the 


local companies effected a substantial saving, Detailed fig- 


ures are not available, but it can be stated that the selling 
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price of fertilizer in a district served by a-1ecal “eo 
Operative has been from two or four dollars a ton less than 
the price charged in a Similar district where there was no CO-~ 
operative distributing fertilizer, 

"A Similar Saving has been made in the purchase of 
insecticides, 

"Undoubtedly the most important achievement of the com- 
pany has been in the marketing field. But as will be pointed 
Out, the efforts of the company to accomplish the erdarly di g- 
tribution of the apple crop were largely frustrated. But the 
impact of war, with the resultant application of the War 
Measures Act to the apple industry, temporarily achieved that 
which the company had long sought. Orderly marketing is now 
el joyed py aii growers, and the results, not Only justify the 
past efforts of the company, but warrant its determination to 
maintain such a system after the lapse of the existing emer- 
gonecy legislation, 

"From the outset, the company insisted on higher standards 
of quality and a uniform pack." 

The company was the first to institute an inspection ser- 
vice, We hired our own inspectors at that time, though that 
18 now done largely by the government, 

Inspectors were employed by the company for that purpose, In 
this, the company led the way against the protests of those 
who saw no reason why improvement was necessary. Gradually, 
the policy pioneered by the company was accepted by a2 ea 
deast in letter, if not in Spirit. Finally, the regulations 
of the company became the law of the land, and to-day, one 
hundred per cent eae ten: and a large number of inspectors 


are maintained as part of government policy, 
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"Prior to the war, distribution of Nova Scotia apples 
was effected through three principal: -channels.-- the company; 
2xporters, who are known to Nova Scotia fruit growers as 
Speculators; and English brokers who had representatives here 
and often advanced moneys to growers thereby assuring control 
of the distribution of their crops, 

"The company was the only one of these groups which was 
primarily interested in the return to the producer. The others 


sought their profits from various sources including commissions, 


drawbacks and profits on Supplies, AS GoO.-thisy sea the report 
of the Royal Commission which investigated the Nova Scotia 
Pruitt Industry in LO50% At PAg6y 22. he report says; 

'A very considerable number of the producers purchase 
their supplies through dealers in the Valley, the method being 
to secure from the dealer or "speculator", as’ he 4s tnown in 
the Valley, their Supplies in the spring, and when necessary 
secure advances for labour charges, In turn, they agree to 
Sell their crops to the Speculator at the general market 
price being paid in the district, to be fixed at a certain 
date in the future, ET She to 38 very large extent, places the 
farmer in the hands of the speculator with regard to the price 
he is to receive for his product. In some instances, the 
farmer is given his choice of Selling at a fixed price or 
consigning to a commission firm in London through the person 
wao has the lien upon his property. In either case the trans- 
action is likely to be favourable to the dealer, If he buys 
he is probably in a position to dictate the price and vt 
Shipment is made on consignment his profit is assured under 
the system of rebates which will be dealt with ih another 
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"Mand also - 

'When the broker is selling these apples, if ihe Secures 
price which will return him all that he has invested, he 
has little incentive to work for a higher price, so that the 
grower may be in the position of simply growing his apples 

to defray transportation and broker's expenses,! 

"Under those circumstances, it might be expected that 
che great bulk of the crop would be handled by the company, 
but this was not the case. At the outbreak of the war, only 
about 26 ner cent of the apples went through the central 
office. Approximately another 14 per cent was handled by 
independent co-operatives who have since returned to the com- 
pany, and the balance was handled by ‘interests outside of 
the co-opneratives,! 

"The explanation lies in the financial position of the 
company as well as of the local companies to which reference 
has already been made. Many growers became financially in- 
volved after the last war, The co-operatives assisted many, 
but others had to turn to the ready cash of the speculators 
and brokers, In many cases, these growers lost the title to 
vheir farms and became tenant farmers for the interest which 
had financed them, On the other hand, the co-operatives, 
except on rare occasions, carried their growers along, until, 
in the end, they were enabled to get back on their feet, 

"This conflicting interest prevented any unified dis- 
tribution of the Nova Scotia crop. Apples were usually 
Shipped to four British ports -- London, Liverpool, Glasgow 
and Manchester. Time and again, various cargoes would arrive 
Simultaneously at one port, say, London, with a consequent 
eluL, while @ shortage would oxist at another port. aay, 


Glasgow. Two weeks later, the Glasgow port would be flooded 
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with apples, and the London port would be left severely alone, 
"Against these conditions, the company staged a tremen- 
dous and strenuous fight. 
"Arrangements were made with English brokers whereby 
charges were reduced and a larger proportion of each dollar 
found its way back to the pocket of the producer, 


“BWo5. i the matter of distribution, little real progress 


could be made, For many years, the company had its represen. 


‘ 


tative, Mr, F, W. Bishop, on the English market. In his re- 
port of 1926, he pointed out the evils of the existing situa- 
tion and the necessity of having one organization handle the 
distribution of the entire crop. Each year thereafter, efforts 
were made to that end, Informal, and sometimes formal, agroe- 
ments were made by the various interests in order to obtain 
stability of marketing, but these agreements were shortlived 
because some person found it more profitable to dispose of 
apples through a certain source, regardless of the dislocation 
to the market and the resulting loss to the producer, 

"With the outbreak of the present war, all this was 
changed through the inauguration of compulsory centra 
marketing. The orderly marketing which has resulted, to- 


epecthner with the abolition of all secret drawbacks, charges 


I 


and commissions, has ju 


t. 


stified the cause which the company 
espoused for so many years. ‘Certainly, the old system, or 
jack of system, will never return if the producers can pre- 
Wen ey, Act. 

"It is undoubtedly this matter of central marketing 
which prompted the sponsor or sponsors of the supplementary 


brief of the Halifax Board of Trade to underline the -follow- 
ing statement: 


'with the hopes of its directors for dictatorial control over 
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both meubers and those who prefer to operate independently, 

utilizing their favorable tax position to attain their end,! 
"In this connection, it should be pointed out that al- 

though the company has, for twenty years, supported the cause 


of central marketing, now, that the Valley has enjoyed its 


— 


seoneTits, the principle is also Supported by the Nova Scotia 
Ppuit Growers Association. This is the organization which 
includes all growers whether assoeiated with co-operatives 
or otherwise, It was this organization which last year cone 
ducted a plebiscite as to the desirability of continuing such 
a system after the war. About 74 per cent of the ballots 
were returned and of these 81 per cent voted 'yeg,'" 

That was all the growers themselves, whether they were 
associated with this company or otherwise, 
"If this is a dictatorship, what does one call the system 
Obviously desired by the sponsors of that memorandum whereby 
a few individuals would control the processing plants essential 
to the orderly marketing of the crop of all the producers, 
Actually over 50 per cent of the processing facilities of 
the Valley is under the direct control of one operator whose 
primary interest is not that of the producer. He may accept 


° im) 


or reject apples as he sees fit. At this date, because of .a 
labour dispute his plants are not operating at capacity and 
as a result thousands of barrels of apples are deteriorat cing 
and because of the lateness of the season may become an ab- 
solute loss to the producer." 

I stress through this, and perhaps in the evidence, the 
importance to us of processing. I believe the evidence would 
Suggest that it is an essential Step in the marketing ofrour 


products, because of the peculiar conditions which confront 


us. 
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"The foregoing review might suggest that although the 
company has had a long and interesting career, its interest 
in income tax is purely academic. In so far as the past is 
concerned, this is largely true. But a study of the balance 
Sheets will show that, throughout the years, the company has 
derived some income from its supply business and from its 
processing plants. Although relatively this income was small 
in amount, yet, it has been of material assistance. If this 
income had been liable to income tax, the company would have 
had much greater difficulty in carrying on; certainly, it 
could not have improved its financial position and again re- 
established itself, as a potent force in the fruit industry. 

"In so far as the future is concerned, the company has 
a vory direct interest in the inquiry conducted by this Com- 
mission, 

"it is trite to say that conditions after the war will 
be far different from those prevailing before the war. In 
sO far as the Nova Scotia apple industry is concerned, this 
will be all too true. Over 80 per cent of the pre-war crop 
was exported to British markets. Only 4a fraction of this can 
be exported to Britain for at least some years after the war. 
At least, the statements of British leaders respecting the 


JZ 2 


Ceogurictiions om exchange would indicate this, Phe trate cae 
is exported to Britain will have to be of a higher standard 
than heretofore. The only other market immediately available 
will be the Canadian market, which heretofore has been largely 
Supplied by the apples of British Columbia, Ontario and, toa 
lesser extent, by Quebec. We hope the population of Canada 
will attain the 50,000,000 that is sometimes prophesied, but, 


for the immediate future, the market possibilities can be 
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fairly accurately gauged. Probably in a normal year, the 
Canadian market available to us cannot profitably absorb more 
than 35 per cent of our crop, and that largely of a high grade, 
dessert variety type,."” 

That is probably an optimistic estimate. 

"What is to be done with the remainder? Obviously a large 

proportion must be processed, If not, market conditions will 
be absolutely chaotic. In other words, processing must be one 
step in the orderly marketing of the Nova Scotia apple crop," 

Our position there is different from that of other in- 
terests, perhaps, or other fruit interests, because of the 
export market which is lost to us, 

"It is noted that some who have appeared before this 
Commission have stated that they had no objection to a 'truyue 
co-operative! enjoying tax exemption, When pressed for a 
Clarification, it was at least inferred that a 'true co- 
operative! was one that marketed its products Only in the 
primary stage." 

That, you will remember, was the Suggestion made by 
Hie eremath, hat atu) co-operative was one that processed 
the products of its members in the primary stage, 
his contention 4s equivalent to bonusing a producer for 
using a wheelbarrow while penalizing him for using a truck. 

"If processing is one stage in the orderly marketing of 
rie apple crop, then thia processing should be done by the 
producer co-operative, Otherwise, the marketing of the bulk 
of the crop will be controlled by those whose primary interest 
18 the earning of profits as processors. Under such a system, 


return to the producer is of secondary importance, and is a 


ts 
2 


matter over which he can exercise but little control. “It 
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not for one moment urged that the co-operative should control 
all of the processing facilities, but it should own enough 


nterests are not able to 


fe 


plants to ensure that non-producer 
dictate the price paid the producer for his product. 

"One example may be given. No return was made to the 
producer by the processors for 'Sking and Cores! previous to 
the war, The Apple Marketing Board established a price .of 
$1.25 per barrel, The growers last year received $260,567 
from this source alone, It is true that this priee was. in 
part due to an inflated wartime economy, but it is also true 
that the processors, other than the company, objected most 
strenuously to this procedure. Remove the Apple Marketing 
Board through the lapse of the War Measures Act, and allow 
the processing plants to be monopolized by manufacturers ag 
distinguished from producers, and the price will again go 
back to a very low level, 

"It is therefore submitted that:a producer co-operative 
Should be permitted to process the products of its members 
and that the moneys received from such processing should be 
treated as an installment of the sales price of the product 
of the member, and exempt from payment of income tax, At the 
present time, there is a departmental ruling which deals with 
this matter," 

I presume this is familiar to you gentlemen, = have not 
a copy of it here, but there is a definite ruling on this 
matter, which is in existence. 

MR. PARKER: Perhaps you might explain what that means, 
Where is that departmental ruling? 

MR. NOWLAN: Et is a ruling of the Department of National 


Revenue, issued some time ago, and. I think it is available onA 
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included in their printed documents. I have forgotten the 
exact wording, but it states that processing which is an 


ancillary step in the marketing of primary products, and as 
ee 12) QO is a $ 


* 


Ss feruls of which the manufactured product does not Conmbadn 


4 Substantial proportion of foreign matter, is to be considered 


as the marketing of the primary product. I am not sure whether 


that was issued elsewhere, but it was issued to Nova Scotia, 
lt know the Income Tax Department there have it; it was applied 


particularly to the processing of apples, and it was done by 


ry 


the Minister of National Revenue some few years ago, 
Ova mete. however, is too important to be dealt with 

by a ruling which might be changed Overnight, It should be set 

forth in appropriate legislation as a matter of government 


ROC yr. 


"But the erection of processing plants is an expensive 


— 


undertaking and the growers as a eroup have not the money wit 
which to finance such an undertating." 

We are the poor Cinderella as compared to the other end 
Or the fruis industry, which was heard yesterday. 

"The grower needs to receive in cash all of the moneys 
which his crop would ordinarily bring. However, he would be 
wliling to leave with the co-operative for a time, part or 
ill of the moneys which the co-operative could earn through 
the operation of by-product plants, If the company were 
ceptain.that it could keep such moneys of the grower, without 
having to pay income tax thereon, it could finance the con- 
struction of such by-product plants and thereby achieve orderly 
marketing and, ultimately, the return of these moneys to the 
Grower, Therefore, “the legislation to be erlective, must not 


only permit of processing as a necessary function of the true 


co-operative, but it must also permit the co-operative, with 
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the consent of its members, to retain moneys due those members, 


Lt 


and to use Such moneys in expanding the facilities of the co- 
operative, without liability to pay income tax on moneys so 
withheld, 

"Some reference perhaps should be made to the contention 
raised in the Halifax Board of Trade memorandum, This suggests 
chat the company controls approximately 30 per cent of the 
processing facilities, but, after the war, these will be the 
only ones required, and therefore, the other 70 per cent will 
be forced out of business, The fallacy of this argument can 
best be demonstrated by this fact. Only one additional fruit 
processing plant has been constructed since the war. All were 
busy during the processing seasons before the war. If con- 
ditions then required the employment of 100 per cent capacity, 
what possible argument can suggest that only 30°per cent will 
bé required in the postwar years? Every indication is that 
there must be an expansion of processing facilities,” 

I might say this brief was forwarded to the Halifax Board 
of Trade some weeks ago, and it has been available to them 
Since then, 

"The memorandum indicates clearly that it is written from 
the point of view of a processor or processors who is or are 
opposed to the company extending its operations, It is sug- 
gested that this lends weight to the argument submitted herein 


that the company, in the interest of the producer member, shoul 


soutrol Losi processing facilites, 


2 


"What has been said about processing plants applies with 
equal force to cold storage plants, These are essential to 
Be Orderly marketing of the crop partdeularly “of the dessert 


varieties, To-day, there is not a modern cold storage plant 
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in the Valley, a situation which applies in no other apple 
producing district on this continent, Last year, the growers 
agsociated with the company gave over 50,000 to 1 ae 2 cold 
storage fund," 

That is the nucleus for the erection of such a plant. 

"These were moneys which the grower received as his share 
of the increased price for 'skins and cores! mentioned.on 
page 18 hereof, This fact supports the contention already 
made that although the grower needs to receive in cash the 
OmiiMary price Tor his product, yet, he 16 prepared to leave 
with the company for the time being additional moneys such as 
would be received from processing. Other cold storage plants 
are essential to the orderly marketing of the Valley crop and 
must be in the control of the producers. Such undertakings 
can only be financed when it is certain that the producer can 
share in the earnings to be derived therefrom, When this is 
established by law, the producer would then leave with the 
company a proportion of those moneys with which the company 
Could pay Lor such facilities 

"The principal problem that confronts the Nova Scotia 
apple industry is that of proper distribution and marketing. 
The solution depends on three factors: 

"(a) British and ultimately other European markets; 

"(b) Canadian market; 

ao) Process tie’. 

"It has already been suggested that (b) and (c) can only 
be economically achieved for the producer, if he is permitted 
to acquire or construct sufficient processing and storage 
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temporarily permit the producer's co-operative to use his 
money for those purposes. When this is adeompl ane. it will 
permit the producer, through the company, to get a fair price 
from those two sources. But that is not all. 

"As already pointed out, its members produced approx- 
imately 50 per cent of this year's apple crop. If the com- 
pany is thus enabled to pay a fair return to its producers, 
it will be able to maintain and within reasonable limits in- 
crease its membership. Not much increase would be necessary 
before the company would be seiko to exercise a very effective 
influence upon the proper distribution of the crop on the 
English or European markets, It is to be hoped that the war- 
time marketing controls will be enacted into legislation, If 
this is not done, the old chaotic conditions of overseas dis- 
tribution will return unless the company is in a strong enough 
position to exercise substantial control over those markets, 
But if the company is permitted to perform those functions 
already suggested, then it can attain such strength and can 
sufficiently control the distribution in external markets. . 

"Thus a satisfactory solution of the income tax problem 
assists materially the solution of ‘the whole problem of dis- 
Pei pution inabl its phases. 

"Tt is, therefore, submitted that the principle of ex- 
emption from income tax should be maintained, that processing 
by producer co-operatives should be recognized as one phase 
of marketing, and that moneys due members could be used with 


the consent of the members for the purpose of developing such 


"Tf this is done, the fruit growers of Nova Scotia will 


enjoy a decent ‘standard of living despite the vicissitudes and 
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problems of the post-war world, if this is not doné, their 
future will be bleak indeed; 

"Those who have appeared before thig Commission in oppo- 
sition to the co-operatives have Suggested that income tax 
exemptions aré unjust and that the co-operatives should carry 
their share of the taxation burden, This is an argument that 
requires the most careful consideration, Certainly concessions 
Should not be made unless they can be JUST LT ted.) ahs sed 5 
ready been suggested to this Commission that the social bene- 
fits resulting from co-operatives warrant Special considera- 
tion. This company further believes that tax exemptions can 
be justified as a fiscal measure, that thereby demands upon 
the national treasury will be lessened and ultimately opposing 
interests will pay less in taxation because of Such exemptions, 

"'The hundreds of millions of dollars of tax free business! 
to which reference is popularly made includes duplication of 
Services as well as many services on which no DNCLs wor’ cine. 
plus ne or can be earned, On many other Services, which to~ 
day show a surplus, the co-operatives could so eonduct their 
affairs that little, if any, earnings would result. It i 
therefore, apparent that if co-operatives were taxed, the 
resultant increase to the national treasury would not be nearly 
sgested, In other words, the tax burden 
of business would not thereby be relieved to any appreciable 
extent, 

“What causes the tremendous tax burden now imposed? 
ifter expenditures for war, so-called social legislation is 
demanding more and more from the national treasury. Now, we 
Hee ' 1O0r prices for fish,! 'floor prices for e@erieui ara! 
and many other similar projects, Once admitted as government 


policy, these legislative enactments are likely to be further 
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and further extended. The drain upon the treasury will be 
anormous., Briefly it 18 submitted that as aericulture, £1sh- 
ing and other primary industries are permitted to organize 
their own affairs and particularly, matters of distribution 
and marketing, the necessity for such legislation will dis- 
appear. These industries can and will operate without 
government assistance when properly organized, But to accomp- 
lish this end, relief from income tax is necessary, 

"Tt is submitted that these concessions in the end will 
cost the treasury far less than will be the case, if these 
industries are compelled to carry on in a depressed ata te, 
and eke out an existence by the grace of federal bounty, 
largely extracted from the taxpayers of the nation, 

"The foregoing has been presented solely from the view- 
point of the company as a producer co-operative. It also has 
an important function as a distributor of Supplies. For 
peasons which have been ably set forth in other briefs, the 
company would urge that moneys derived from this type of 
business are the property of its members whose purchases have 
resulted in the surplus, and that, therefore, these moneys 
are not liable to income tax in the hands of the company. 

The company would also suggest that there is no derogation 
from this principle, if the members permit the company to use 
these moneys for the time being in the interest of the members. 

"Filed herewith are the balance sheets of the company 
ror the past ten years, 

"All of which is respectfully submitted after having been 
approved by the board of directors," 

ihe, Ms, Chairman, concludes the reading of the brief. 

I have Mr, Bishop here as a witness, if you would like hir 


called now, 


OT ce Li ~ ae oe me ” 
a or pron ae eel eam | rend 
a whe th: Ghee tee, 274) or. rier: vate 
7 i ataty tonal 0 (okeeag WT, 7 
eden aot ’*e a oj Shoal test” : 
Dare pms wae Rha ~e oo paren 
Pr jee ivy 9! ee! aie + ee ee ‘aed 
' ~o i low jp ene! 2 Bere 
er cioe elt Gt ine ae 
«itu we be peeve 


- 


bs 


" 
¥ 
~ 
_ 
a9 


> 
v 


i a 


eum 


: 
oe 
eo 
: a 
a 
. 


Ne 


Wi 


* 7 i 7 
at . a8. =" ~ eS TE! aim Tie ee 
a 7 
a : i et! Sy Datéerien a2 
ae V7 $eq Sl wat aue i? Ge 
a 
: 5 vy 
pel rete i ev Ge | y' ye tas =F) 
45 r . ta » Sibecadt te roan a 
ad = 
ay. i: 7 - f : : - =" oi ritw Lao ios 
: : 
ia fe ea-d tina ieee 
W : =<? ° 
pa ' 4 t al = nal Pf ‘  ~ | 2 [S50 Bis 
ne : 
j a - “ * ‘ 74 f] het ia 460 
a 
' a % fmf AP, “eq ma 8) 
: 7 
| i y ohee a x.2 J it Galie® sane” 
» f a ? thas if> ef) 
‘ ca 
ic, ' wae? 7 en ; = # 28 ot 
| 
: : 


e854 is Ga : uy ay 
io earn pears eid end 
t . : 
. ae F mee Ty! aA " jaa Pit a YY - 
: . i Chie elie 6) eater ee OTP 


y he 5 
; dinate Phila B) Yee Geka’ ines \s snerrgn 
rol’ a ' ete ve 
a f Read ity nek ae ave oe ee 
| fa aa ee ire aad euteas th, eae 


; oi / 7 ; allio = 
i j t " a > Teale oak on oe 
Leni 5 : hed « ce = 

a» ° 
- i 
> 7 


5344 Mr. Bishop 
THE CHAIRMAN: Very well. 


a ee 


Director, United Fruit 
Companies of Nova Scotia 
Limited, 

having been duly sworn 
testified ag Tol Vows: 


te ey eee 


BY MR, NOWLAN: 


Ge tre Basnop, you live th Paradise, Nova Scotia? 
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Q. Incidentally, you celebrated your seventy-ninth 
hday yesterday, in anticipation of being called as a 
witness? A Ves, 

qa. You are in the business of fruit growing? A, MOR, 
Ad. 

Q. Perhaps before we deal with that I should refer to 
this brief. You are a director of the United Fruit Companies 
of Nova Scotia? Ae “Los, Sarg 

@. And do you know of your own kn 10owledge that this 
brief was submitted to the directors? A. It was submitted 
to a full board of directors and gone over yeoRry careruliy, 

Q@,. And was approved unanimously by the board? A. There 
Might be some little fact, or some little thing In it in which 
they wight not concur, but everything was submitted as 0.XK, 

. Lu was @pproved? “A, Yea, 

Q And you were authorized by the board to come here 
and give evidence in support of this brief? A, Sow sir: 
Q@. What has been your connection with the fruit in- 
dustry? A. According to my age it has been quite 2 con- 
Hection. I may say I was born on a fruit farm, the farm that 


my grandfather owned, When he settled he put out quite a 
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aPrege orchard for that time, five or six acres of land, When 
I was a young lad those trees were about Sixty or eighty or 

a hundred years old, TI am Still living on the same Laas 
Still have title to it. 

Naturally I grew up in the atmosphere of apples and knew 
the problems of the apple growers, As early as perhaps L695, 
shortly after I had married, -- by the way, INy grandfather 
afterwards marketed his own apples... Ae that time, when I was 
a young man -- that is, he marketed them by sending them to 
Saint John, the bulk of them, or shipped them to consignees 
am Great Britain, | 

At that time, about 18 5, I took charge of the parcel 
business of an apple dealer or Speculator who was ooerating 
or Servicing the growers of quite a large vicinity around 
there; and in the ViGloioy. OF Paradise, where J ee Ler 
gaged with him to look after his apple business there, which 
consisted of storing apples from the Suprounding country; and 
the Clarence district of Nova Scotia was quite a large apple 
Producing district, They were brought to Paradise, on account 
of the railway being there, and were stored in the cellars of 
the various dwelling houses, and any frost -proof Storage 
we could get. They were packed by the growers in those days -- 

Q.- Will you just confine yourself to your own connection 
with it, please, without giving us the background of the 
industry? A. Later on, say in about sight or Gen years, 
chis man was pretty well through on account of his age, and 
his warehouse came for sale, and I associated or interested a 
few growers with me and we purchased this warehouse, In the 
meantime, in the declining days of his business, I had been 
Shipping some apples myself for the growers in the vicinity 


to English brokers and enjoyed a part of the return commission, 
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which was in the expense accounts returned by the brokers 
for the transactions, TI associated with these men in purcha s- 
ing this warehouse, 

Q. That was the start of the cO-operative? i, Labcens 6 
This was about 1907. In the next year a number of the other 
growers in our village wished to join in, and we organized 
a2 company, the Paradise Fruit Company. At that time some 
companies were being crganized throughout the valley. Three 
companies that I recall had been organized; the Port Williams 
Pruit Company, the Berwick Fruit Company and the Aylesford 
Fruit Company. 

Qe Ultimately these companies were organized into the 
UeLied, an 1012? Be) YOs, “parore fhe =. 

Q. They were organized in 1912? A) OR. 

Q. Then in 1912 you were one of the first diveckorns to 
be elected to the United Fruit Companies? Re l Was,s If you 
ao nok mind, I think perhaps I could build this up just as 
well, if you have time to listen to it. These companies were 
originally amalgamated with others into the United Fruit 
Companies, I was one of the five chosen at a mass meeting 
of the fruit growers to frame a constitution and by-laws to 
bring the company into operation. The other three men were 
the three managers of the companies; John Donaldson, John N, 
Chute, and A,E, McMahon, who became our manager; and also 
Malcolm Davis, who is now manager of the Experimental Farm 
at Ottawa. I have always been connected with it, 

Q. ‘Since that time you have been on the board of 
directors of the United Fruit Companies consistently, until 
ae present time? “A, I have been on the management. 

@. And you were president for how many years’ A, Vice- 


president for the first five years; president for twenty years, 
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and for the latter part of that I was also European marketing 
bepresentative, and I continued to be a member of the board 
oF management or the board of directors, as it is now Caled, 
Sinee, that time, 

@. The apples in the valley are brought to the local 


warehouses or the local fruit companies, and they in turn 


pack them and look after the Shipping of them, and the central 


(ea 
ry 


company acts as a marketing agency for those apples? A, Ye 

2. That has been the practice? A> Yes. 

Q. And the central company has charged a certain fee 
Por barrelw(o Géver Tie expenses in handling these apples: 
I think 5 cents a barrel was the fee, was it not? ie eth 
fee varices according to the season, to some extent, and 
according to the expenses; but it has never been the policy 
or the wish of the growers to leave a large Surplus in the 
hands of the management. 

Q. And all the money which the company has received 


for its apples has been refunded to the different companies? 


df 
Lf Lt 


fe LOS Youisay all: the moneys have been refunded, Some of 
it had to be used up in looking after bad debts and matters 
oF that deine. | 

Q. Those are taken care of by charges, by levies of 
SO much per barrel, were they not? By? “YOureomla mou. tet 


what they were going to be, They might be taken care of fron 


3 
your reserves which were established, and the reserves were 
eaten up in that way. 

Q@. The brief refers to what has been accomplished with 
-espect to freight rates, and the statements set forth there 


are correct with respect to what the company did in reducing 


freight rates in the valley? A. The statement gives a very 
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BOL DiCvure Of Ais “Tre CLroct, niprinciple,. ie eae they 
were instrumental in bringing about sometimes decreases in 
the freight rate, that is to the Old Country, to Britain, 

G. That is the radileand water rate? A. Yes, 

Q. And on many occasions I think you arranged (for the 
chartering of ships, to get a lower rate on the North Atlantic’ 
A, One particular time we adopted a System during the season 
of chartering our-boats, to break the rate which the North 
Atlantic freight combine had allowed companies to charge, 

Q@. And also in regard to the prices of fertilizer and 
insecticides, These have been materially reduced in the 
valley? A, No one ever questions that there was a very 
material reduction made in the prices of fertilizers and 
insecticides, 

Q. What about the system of marketing? The brief refers 
to the three types; the company, the speculator and the broker. 
ie Ghee correct? fi, > How isa that? 

Q. The three principal ones were this company, and the 
speculators and English brokers? A. Those were the three 
types, That would include them all. 

Q. What was accomplished in So far as the English market 
was concerned, by this company in its marketing problems? 

m. 'lhat ie acvery large question. Twill tela you some of 
the things. The custom at that time was for advances to be 
Iade to growers for growing their crops, The growing of a 
crop like apples involves &@ large expenditure of money in 
advance, and our growers, few of them had money ahead; in 


fact the greater part of the early operations of our company 


Wore carried on during a “ime when Ghe grower was’ living on 
nas hext year's income, It wag already spent, and he had to 


€ 


aa a) ya ot > 
have money. The speculator was the man, or the representative 
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of the English importing house was the man, who stood ready 
to supply that money. Thus they got control of the marketing 
of apples, That was the common practice, that the speculator 
or the dealer or the agent of the broker on the other side 
would advance money to the grower to buy the fertilizer and 
Supplies that were necessary, and thereby get possession of 
the handling of the apples. 


The trouble with these questions is that they are so 


you the truth, I know these gentlemen do not want to 
Hear all our troubles. 

Q. What did the company do in respect to these matters, 
or did it do anything? A. We used our credit to quite an 
extent. In the structure of our company there is very little 
money paid by the growers into the organization of the United 
Fruit Companies, AS it has been said, they had not the mone 
to pay for the handling of this volume of apples; but the 
Operations we carried on gave us a credit with the banks, 

The money used in building our warehouses and helping to 
“inance our growers was the money we obtained from the banks 
on the credit that we were reputable men and had a large 
volume of apples back of us with which to meet our obligations, 
8O we undertook to help that situation, to some extent, by 
getting money from the banks and advancing it to our growers. 
We still followed the policy, though, of depending somewhat 
upon the English broker, who was going to handle our apples 

in the end, for financial assistance, The only difference 

was that we handled that financial assistance ourselves as 

a company, rather than having it a matter of individual trans- 
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Q. What happened the individual farmers? What about 
tenant farmers, in so far as our Own IMembers were concerned? 
A. “Tenant farmer" is a term we never heard of, perhaps 
previous to 1925, 

@- Did the company have to take over any farms of its 
lesmbers and operate them, through the valley, as compared 

with those in the hands of the private dealers? Be chs ale 
you are. getting a little ahead of what Wiehe bulid ug Ge this, 
We did take over a few, but very fow. I. might say that many 
srowsrs anong those supplied by the Speculators or dealers 
found themselves in this position. These dealers became 
wealthy men, and became large handlers of fruit, as farm after 
farm of people they were working with fell into their possession 
through the people on the farms getting so far behind that 
eventually they had to hand over the management to the specu- 
lator or dealer, who operated the farm for them, in most 

cases allowing them to stay on the farm and Pat a) Livine ort 
SS 

Q@. But in so far as those associated companies were 
concerned, that did not happen? A. That very seldom 


a 


happened. In fact I do not know or any cases, except cases 


Q. They were very few, at all events? A. Yoo. “sone- 
times a man who was not accustomed to farming, perhaps a man 
from another country, came into the valley, and we logically 
advanced him supplies. Not understanding how to grow apples, 
he did not grow them, and did not have the money to pay us 
back. But we never took over his farm, We took up the loan, 
but eventually he fad to leave his farm, 


the processing situation in 


GQ. The priet refers to 


the valley, and says that over 50 per cent of the processing 
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plants are controlled by individuals or organizations not 
associated with the producer, Is that GOrPre ct? Aa Yes, 
I might even go further than that. 

OL ee ie correct? A. Yes. One processor owned 
half of the processing interests in the valley, as far as 
that goes, 

em One Individual? ae Mee, 

Q. And what is the attitude of the processors fac far 
as the price of the product is concerned? Have you been on 
the apple marketing board, and do you know the situation there? 

MR, PARKER: I cannot just see what the attitude of an 
individual processor towards the marketing board would have 
to do with taxation. I do not wish to interrupt the examin- 
Scion. 

THE CHAIRMAN: I think Mr. Nowlan is trying to cover 


the facts set out in his prief, I believe that is his pur- 


BY MR, NOWLAN: 

Q. My suggestion is that it is necessary for the pro- 
ducer to control the processing facilities, or at least have 
some control over them; and what I was going to ask you, 

Mr, Bishop, was the attitude of the present processors towards 
the producers in fixing the price for the processed article? 
A, Ido not know that this is a question I should be par- 
ticularly prepared to answer, except perhaps as an observer, 

P can answer as to the attitude of our own organization toward 
nhe processing, and why we had to go into it; but I cannot 
very well tell what is the other man's attitude, 

Q. The omnes ns eins board sets a processing Pee to- 
day, does it not? Aetiny Ma Ss 


Q Do you know of your own knowledge the attitude that 
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the processors have taken toward the board in trying to get 
those processing fees raised; that is, the processors other 
than this company? Ae Although I am not on the marketing 
board there I have been very closely associated with those 
who are, and I have been an employee of the board, I know 

of the troubles in fixing those fees, That is, the processor 
naturally wants to get all he can for his work, and it hag 
been a case of the private interests wanting more than the 
board was willing to give, rather than anything concerning 
the co-operative processing plants, 

Q. The brief suggests, and it is bEue. ek WG ote sana 
the markets for our apples will be the Huropean market plus 
she Canadian market; that io, £Or Tredh fruies A, That is 
ail it ever has been, 

Q. And what is the prospect of the English market being 
reduced? A. We consider that the buying power of the 
English market is very much reduced, and expect that probably 
the buying will be handled by the government and they will 
control the quantitie? bought and so on, for some time to 
come, 

Q. Over 80 per cent of the Nova Scotia apples used to 
G0 to the English market before the war? Pia LOS 

Q. And that percentage will be very materially reduced 
in the future? A, Yes, to probably 35 per cent, or perhaps 
@ iittle more, That is the supposition, 

Q. That means a tremendous quantity will have to be 
processed? A. It also means that they will only want the 
best quality apples, It also means that whereas in the past 
years processing has meant taking the culls and the cheap 


apples, for which we got very little, in future these low 
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grade apples, of which we grow a larger percentage than the 
average producing country, also will have to be marketed in 
some form, and we cannot see any other form but that they 
will have to be processed, 


THE CHAIRMAN: I think we will adjourn now until eploy 


s openeaneammeeieted 


--~-The Commission adjourned to meet again atk 2.1 eam, 
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aah 
: Ottawa, Wednesday, April TL Oa 


The Commission resumed at 2.15 pall. 


BY MR. NOWLAN: 

Q.- Mr. Bishop, when we adjourned at 12.30 we were 
drscussing this matter of processing. I should like to ask 
you what type of apple the Nova gcotia producer specializes 
sate A. In the past we have specialized mainly in what 
we call the culinary type as distinguished from the dessert 
CY DPS. 

Q- AS I understand there are two distinct markets, 
the culinary market and the dessert market; 28 that Gorrect? 
fe wal Vs correct: that is particularly in the English 
market. 

Qe And the criticism we sometimes hear about the nova 
peovia apple is a criticism of it as a dessert type and 
not as a culinary type? A. Largely because 1b gs the 
dessert apple you see in restaurants, store windows, and 
the trade rather than the culinary. 

Q- And climatic conditions are such that you cannot 
get the colour as satisfactorily? 

MR. PARKER: I do not know Genes Cheb) Ae SO Gor 10 by, 

BY MR. NOWLAN: 

oO. Is that so? 

THE CHATRMAN: Are you raising any objection, Mr. 
Parker? 

MR. PARKER: I am making objection to any reflection 
Oipome Local product. | 


MR. NOWLAN: I do not think Mr. Bishop considers it 


a reflection. 
Cal West a Gionot Consider it a ret leccion. 


Providence, or somebody, did not give us as much Sun as 
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in some other places. 
ys The heteresult is you are producing an apple 
which is particularly saleable on the English market. 
o 16s. The culinary trade is perhaps a larger trade than 
the dessert trade. In the past we have been catering more 
bo that but I might say in later Years We are trying to 
get into more dessert types of apples. They are being more 
widely planted than they were. 

2. But thet takes many years? A. Some time, 

Q- At the present time we have an apple Titted’ for 
the English marxet, and the English market, to a greater 
or less extent, will be diminished after hostilities? 
A. Yes. I might enlarge on that with a few words, 
Unfortunately, or perhaps fortunately -- I do not know that 
I Should use that word "unfortunately* -- we have had years 
of Ben Davis, Starks and apples only used in the culinary 
trade. In later years we are adopting more of the newer 
varieties like Delicious and apples of > hat kindy 

J+. With the loss of the English trade these apples 
will have to be processed substantially, will they? 
A. The culinary trade does not pay quite as much money for 
apples as the dessert trade. It is the housewife trade and 
it is only when culinary apples are scarce that we get a 
price in comparison to what the dessert trade has been 
eetting, for their apples. Naturally in the processing 
trade the processing has been in those apples which would 
not bring sufficient money to be profitable, or were not 
needed in the general trade. They were processed in 
order to salvage What value could be got out of them for 
the grower. 

BY THE CHAIRMAN: 


Q. To what forms of processing are you referring? 
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Poe eet Ret orring. te canning, evaporating, and I am also 
referring a little further to the products made from the 
JUL CS 
BY MR. NOWLAN; 

qa- What do you say with respect to processing being a 
necessary step in the orderly marketing of your products in 
sue future? A. In the early days -- 

Q@- dam talking about the future. A. In the future 
ani bt is going to be very necessary, 

y. What about the capital to provide those processing 
racilities? &. We have got to CU Mae ie me bt 

q+ Have your growers the money available for that 
themselves? A. Perhaps I could answer that better by 
pLiustbratine oux processing situation in this way. After 
being in operation a few years we found there was a lot of 
our low grade avples and waste apples we could not get any- 
thing from. We started processing to salvage them for our 
srowers. We used up what capital we had and More’, GOO, in 
building this plant. we gave Our growers as much as we 
POSsibly could for that product; we returned as much as we 


could. In those days you did not get a lot of money out 


Of it. The result was we made no attempt to pay back that 
money. That is, we made no assessment for it but we Belt 


we were serving the purpose that we started out to do by 
taking care of this product of our growers for which they 
were getting nothing before. So we felt,if the grower 
complained because this factory was not showing profits 
but was showing losses which amounted to a dollar or two 
ef whree dollars to cach INda vidiel, we had: GO pouns out 
to him we had taken care of perhaps $200 or $300 worth 

of waste apples for him which otherwise would have gone 


to waste. 
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q- That was a plant which was used Primari iy for 
taking care of waste apples, cull apples? A. (lt was for 
more than that. We canned apples, too. Some of the trade 
wanted apples in a different form and we canned showed chery 

J. Inthe tubute: you wikl be processing apples which 
otherwise you would sell on the fresh fruit market? 

a. At the present time we are, and the indications are that 
it will be more that way in the future on account of trans- 
portation and other matters. 

Mk. NOWLAN: That is all. 

BY MR. PARKER: 

Qo. Mrs Bishop, the fruit growing belt of Nova gcotia 
takes in three counties, the western part of Hants, the 
larger part of Kings, and a large part of Annapolis? 
we Practically «so. 

Q. Up until the time of the war the fruit growers 
depended largely on the English market for returns for 
111 i aa i gg ie a ty A. Largely. 

Q- A certain amount of processing on a small scale 
has been done for some years prior to the war in the making 
of apple juice, canning and dehydration of fruit? 
ms That is rient. 

Q. And for years the growers have been struggling -- 
i think that is not too strong a word -- to try to get 
their industry on some sort of regularized basis so they 
Could gev their fruit on the English market and get as much 
as possibile Lor it? A. -Thateisitruc. 

Q- Various methods were employed to get that fruit 
on the market. As you say some of it was done by shipping 


vO certain fruit dealers in London and other cities where 


7) 


the apples were received, put on the auction flonmrs and 


Sold with sometimes very fatal results to the shipper? 
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ao True, 

Q. If the auctions. were held on Cee Od) kU oti 
other times when Bbey Seruck at lucky the return from the 
Shipping agency Inight go as high as $4, &5 or $6 a barrel 
on Tare occasions? A. Yes. 

je And all the way down to Zero, and I believe it 
was lower than that in some cases, that is, minus? 
he e685 rod ink, 

Q- So the history of the United Fruit Companies wag 
an endeavour to overcome some of these difficulties? Tg 
hat a fair rae tO Summarize it? A. Yes, that would be 4 
gair way to put ait. 

Q- That being so [ suppose you will agree with m- 
that a considerable measure of success has been achieved in 
improving these conditions? A. I think there is no doubt 
about. that. 

%- And do you Suggest that those improvements have 
been brought about, to use the terminology we employ. . 
before this Commission, merely through the cooperative 
method of doing business, or would there be Other factors 
which contributed to those improvements? A. I would not 
take all the credit certainly, but as I was only interested 
in the cooperative field pernaps I was watching that more. 
I feel very safe in saying they have been instrumental naa) 
improving methods. 

®- I have no doubt they have been instrumental in 
Some improvements. [I am only asking if there were not a 
ereat many other factors which contributed to that improve- 
ment ? iN rpe ero wR P 

Q- Such as a greater realization by the growers they 
mist have a better pack and they must give more attention 


to the varieties? In other words, they had to cater to 
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the market rather than depending on the market deciding to 
buy what they saw fit to grow? Is that a fair way of 
DUSTING it? oe tes: 


Q+ Do you want to make any comment on that? 
4+ [was going to say the Fruit Growers Association is a 
p0dy which has always been educating the people on that 
rine. 

Q- Exactly. That was the situation in a word when 
the war broke out, and in the meantime the United Fruit 
Companies having gathered under their control, so to speak, 
a number of these small cooperative societies? A. Yes. 


Q- «and the United Fruit Company today is a sort of 


federation, or rather it is an association whose members 


ete 100al associations; is that right? Ay ~The as 
gue ala oan 


J. All right, we will stop right there. poes at 
have individual growers as members or are its only members 
the smaller local societies? A. Up to 1944 it did not 
have individual members as growers but sometimes a large 
grower who had a sufficient volume of apples to make it 
attractive would form a cooperative company. 

@- He would be the sole owner of the company? 
4A. Yes, or among his family, because only five members were 
required, 
Q ine point is the members of the United Pruisa 
Company Limited are in turn cooperative associations them- 
Selves? A. They were until 1944. Now under our Act an 
individual can become a member. 

Q- id am coming to that. I say up until that act 
that was the situation? A. Yes. 

Q. Ud until that Act approximately how many compan- 


ies made up the membership of your United Fruit Companies? 
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f\ 


4..Probably from thirty-five to forty, sometimes forty- 
five. 

&- I suppose there was a variation as one went out, 
Se sO On? Aone Ves. 

Q- To become a member of your association do each of 
these local associations buy a certain number of shares in 
ne United, or on what basis do they eet in? A. They 
made application to join and showed their capital stock 
end their subscribed membership. They come in by a rule 
we have that they must take stock in our central company 
to the extent of 20 per cent of their ow capital stock, 

BZ. That Le what Tam getting at. To become a member 
of the United the local has to subscribe for a certair 
amount of shares in the United? A. Shares equal to 20 
Pe. Cony Of their capital stock. 

Q.- And the amount they have to subscribe for to be 
admitted depends upon what? A. Upon the capitalization 
or their own local company. 


2+. Worked out on some sort of basis? A. Twenty 


Ge Add Cleno, Let us ect that and then stop. With 
the result that in 1944 when you made provision for 
individuals to come in how many shares were outstanding in 
the United Company? What capital did you have? -Do you 
know approximately? A. Our Subscribed capital was about 
900,000. 

2 Is that all you ever had? A. That Le. eit oye 
ever had. 


Q- 800 there 1s that much paid up capital today? 
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a little over %40,000. 
Q. And the difference between the $40,000 and the 
960,000 is subscribed for but unpaid? A. Lf think avout 


SO per cent of our available capital has been called in, 


Q9. I am not so mich concerned about that. My point 
is you have anywhere from $40,000 to $50,000 of paid up 
share capital? AS +We cid have. 

Q. How much have you now in 1944 in round figures? 
4. Perhaps I should not say that because we have probably 
lost it more than once in bad debts. 

Q. YOu may have Lost’ it in that sense but te point 
is shares have been issued and paid for to that extent? 
You may have made money with it and you may have lost it 
Duy 1 am not interested.in that. A. They are a company 
Ra Da LAY » 

¥- That is one source from which this company 
obtained funds to carry on its operations through the 
pears? fh YOu. 

Qj.» Have they accumulated working capital by a system 
of holdbacks from the sales of their members! fruit? 

A. Unfortunately they have not. 


0. Phey*have never done that? A. No. They have 


Ou 

ray) 

-_ 

a) 
Z 
{ 


set asidae some for reserve but they have never hel 
thing back for working capital. 


Q@-.- What do you do with the reserve? Aw: @@hetes is 


a bad debt reserve, and one is a general reserve, bad 


Q-, LOU meen mot go Aamto thab. 2. thank wera under 


stand what a bad debt reserve is and we understand what 


eedepreciation reserve is. You have done that? 
As oYes. 


) Now, 25) to. your) cehneral reserve; shaveryou, set 
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aside something additional which you held from them, what- 
ever use you saw fit to make of it? Have you done that? 
A. To some extent. 

Qa “To What exusnit? A. YOu will seé in our finan- 
clal statement that general reserve varies at different 
times in our organization. It has been depleted and has 
been increased 4 little. 

Q®. #snd'’has been as hieh as? Ae] Pealvy comid tos 
Say s 
Q. (34,000 or $5,000 or $10,000 or less than that? 
mee 2 think 20 might be hisher than that. 

. But if has & great fluctuation? A. Yes, Dut -- 

Q- Do not interrupt me, please, and we will get 
along fine. When it needs money beyond what it has out of 
its share capital and this reserve that it may have from 
time to time the company finances by borrowing heavily 


oom che bank’ Lea that richt? A. That has been the usual 
> (Ss 


- That seems to be the three sources where you get 
money to operate? A. Yes. 

Q. Share capital, a small reserve, and bank borrow- 
ings? A. Yeo. 

Os Isobel right? Ae That is ° 2vene, 

- Now we are getting the picture. You say in 1944 
législation was obtained to permit individual growers to 
become members. Tell us about that as briefly as you 
can. oom VAS biiverly asl can. That 18 nos just eos 
pOunds. It goes on further, an individual on the approval 
of the directors. An individual who only represented his 
Own orchard, unless he was a very large grower, would not 
be considered for a moment, but there are individuals who 


are handling a large volume of growers’ apples. 


a 
a 


. 4 
i 


: ath aw a oe ie: (ey ne 
er houae 
See bah i's «8 pei, sar 7: esemes es 


Remeir< iia... |!) 6S oe adn if 


a dip: 
se fo = 


e . “Sei 7 = 7 vt ull e 


wei! ,€ wi age se oft : 


‘ r chesw ' 2): 0980 caret ie 7 


ct fay ievigny ovids We 


ce 


eae nace oe: a? oF vie 


. fei4.t ,ardd einer 


+ eo 
. A 
% efnee 168T «, 
: a °. Peteuea® cr eae 
f | let igay enh ~ «if 
eat -A Tee 
} cute gaa’ of 
fo ; 
‘ 4d eet late ie oisetecae 
wee 20 {ew cues wires 
4 'ot CS9NIS Obs el ere 
" ere oni eusesa ta bvem¥ 
- pay gi btte “ta «Bode en Ge 
344 YRPY « pare” ae ay im ores bes 
W | a eaiag! Vint come * ei tesettaiies oe! 
if 
‘ Sov. weet Ties 0 puditaiee 
| | aie ; 0 


De RR 
+ fafa oF TAMA SE unlate4 " 


S55050 Mr. Bishop 


Q@- That is the effect of the Legislation, to let an 


yy 


individual come in. He does not have to become incorpor- 
ated’ AY Thet 16 true. 

Q- Since that legislation was obtained tave a number 
of them come in? A. Not a number, but a large number of 
apples have come in, 

qa- How many members have come in? A. Of the 
individual members I think only two. 

Q- All right. Your business consists at the present 
time, and will consist in the future, of two main branches, 
namely the disposing of the fresh fruit and the processing 
and disposing of the processed commodities? A. That is 
the marketins end, yes. 
2+ Do you at any time -- and by ‘you’ T mean the 
United -- buy apples from the members at a fixed pelos or 
ab any price? A. No, not to buy them at a set price. 

2.  DO-YOu Duy them at all? Tet us get it plainiy, 
Do you buy them at an undetermined price depending upon 
what you get for them or do you merely take them on con- 
Sienment? Which is i+? A. We do not buy apples from 
Our members in any capacity but the articles of our 
constitution make those apples ours. 

o>, 1 6H to, taelkine about your ¢onstitution., Just 
direct your mind to my question and we will get along 
fine. I am merely asking you one question at a time, 

Under any circumstances do you buy apples from your members? 
ie NOs 


q%- Do you buy apples from people who are not members? 


ies DO you Gendle any apples for people who are mot 
members? A. Yes. 


QQ. On what terms do you handle apples supplied by 


. Pky Asateneatns rie 7. 
va a : 9 
‘ Pistie: erat g te eee eee 


> ek oe 
es Cae (7S 


sick 4) Vreaeeee 


»e1'Ta0 qi. Lint’ ac) 


i] 


ih BA Let on 


ee <a pa: ih, 


~5364- Mr. Bishop 


non-members? &. On the same terms as we do for our mem- 
bers' apples. We treat them the same. 
Q@- You treat them the same? As Yes. 

Q- You dispose of their fruit ag YOU May ses Pit, szet 
the best price for it you: can either ao Tresh trait tor py 
processing it and you make returns for it in accordance 
with what you get? Is that the Way Vou Wo 1t¢ As VeThat 
me Pie. 

BY THE CHAIRMAN: 

ae What deductions do you make? A. We make 
deductions to take care of our Operating expenses. If we 
have a good year we try to take care of some depreciation, 
If we have a good year when the apples have brought a 
great deal of money and the growers are getting more money 
than they have had for some other years the directors will 
allow us to set aside some reserve such as CouptrulL deus 
Teserve or something of that kind, 

BY MR. PARKER: 

a then do you keep your accounts in such a way that 
you can account to each grower for each grade and variety 
Of apple according to what they bring or are they all put 
together and averaged to do sort of Summary justice to 
them all? A. We are a federation and we Keon. Our 
accounts in such a way that each one of these units oper- 
ating with us receives full value for their apples but 
they make distribution along -- 

%- Along ¢rades and varieties? A. Grades and 
Varieties. That is, we take the apples Prom pie Loca, 


Oe 1 Understand. That is fresh fruit as well as 
processed fruit? A. AS well as processed. 
- Do you keep separate accounts in your company for 


the processed fruit as distinct from fruit sold fresh? 
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A ° Ye Se 
x SO that you can tell at any time whether you are 


breaking even in your processing as distinct from the fresh 


ree: Ae Yes, gir, % 
2. What has your record been in processing? Has it 


besn reasonably profitable? as) 20D) AceGcunt of it being 
a low price fruit our policy has been to give the growers 
&ll that we possibly could for ely or 
ae ot esl ie ome. . “but: 7 merely asked you whether or 
not it has been profitable? A. You understand prorvitayle 
depends on how much we take Grr Lor protic, aud 7 am trying 
to answer that question. 
Qe ae eee that, but has it been profitable or has 
it not? As NO, it has not 
@- #ll right, that is the answer. We have heard a 
g00d deal about these processing plants. I notice from the 
statement which you filed that in the assets of the company 
there is one property at Kentville. I understand that is 


an office property where the head office business is con- 


ducted? A. Office and warehouse. 
¥- The next property is a property and plant at 


aylesford, $134,520. 1 understand that is what we call the 


SOLre ina | processing plant in the valley? A. Yes. 


p 


®- That is entirely owned and controlled by United? 


)- Or is that company Simply a member of United? 
A. That was a company owned and operated by the United, 


Q- And the same applies to the plant at Berwick? 


ee YOR. ti 
4» Those are all substantial assets this company 


Owns outright. How did it purchase them? Where did it 


get the funds to purchase Lhém, Surely Not oub lor aie 
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p60,000 of Share capital you mentioned a moment ago? 
A. it was purchased out of credit that our organization 
had, not by assessing but by borrowing money. 

Q. Have the loans been paid off? As NO. 

Q- How much of that $140,000 under those two items is 
Still covered by indebtedness? Gan you give me that in 
round figures? A. You will gee it has been depreciated. 
i, lL see the tepreciation, but how much did it cost 
you? How much money was actually put into it? 

A. Into that -- 
QQ. In those two plants? A. Probably near 
#150 S000. 

Q- From where did the money come which you put into 

it, all borrowed money? aoe OS. 


Oo “Ang st riL none “ox 


~y 


it paid back? Ale “he gas paid 
back every year 2n our Tinanoial obligations, 

Q. But where does the money come from to pay it back? 
A. Well, apples and the general business of the company. 
We never assess for it. 


() 
v 


. Wait, just stop right there. It oomes from a 
certain amount received by this company for the sale of 
aop les? A. It would come off; we had to settle it up; 
Q@. Part you have paid for; you have reduced it sub- 
Stantially? ae Ves; 

®. The money you used to réduce it came from the 
gross proceeds of the sale of apples by United, did it 
nour As Some of it might have come from profits. 

6. You were there. Tell us whether it did or not? 
A. That was not my end of the business. 

®@. The answer is that you do not Know? A. phere 
geo LOUS of things IT mo not know. 


a aS 
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that. 


®- Do not call it that just to get rid of it if it is 


' 


not so. All we want are the facts. Now we come to the Simms plamt 


aot 


it Berwick which ig a plant bought under an agreement of 
eee. fori20,0007) . An!) Ves. : 

4- When was that agreement of sale entered into? 
A. #£bout three years ago. 

Q. Is that a processing plant? A. Yes. 

a» A new plant? Ae A fairly new plant. 

Q- Why did the company buy it when they did not have 
aovy. Ton ey CO. pay Lor ite Ae We. Pound our plant at Ayles- 
ford was not large enough. For two or three years we had 
been renting this plant and paying $5,000 a year rental. 

We got the happy idea we had better let that gO On payments 
and we bought that on terms and are paying for it that way. 
@.- SO when it is paid for the company will have 

acquired a $20,000 asset there? Ac (Mes: 

Q- And again the money which is going to be used for 
it will come from the proceeds of apples sold by United or 
processed by them? Ae YOs. You mighivcall Bt. money: that 
has not been returned to them. Taey “stele ome Ache, 

@+ Then I find a little further down the page under 
bhe heading *investments" stock in the Union Dehydration 
Company Limited, $4,000. I understand that is the plant 
at Port Williams? Ais. MoS 

Q- In which United has a controlling interest in the 
stock, something over 50 per cent? A. Yes. hat is the 
Sams way; we needed more <-+ 

2 ea did potoasi) you. why yow needed 26. tT mere ly 
asked you what it op A. Well, «it. Saye that. | 

¥- No, it just says stock in Union Dehydration company 


Limited. That is the company that for verfectly good 
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reasons, no doubt, you have. financed up to 50 or 51 per 
cent? Ae Yes. 

oe ~ANO you hold the stook ima that company? Ae “Ves. 

Wi Have you paid for that stock? A. We still own 
our interest in the building. 

Q. Have you paid for the shares of stock you own or 
What did you. pay for them,. or how did you get them? 

a. Well, wey budit 1%. 
te OL Date ae eos. 

QO. Unioeds A. United with three others of our conm- 
panies and with an English controlled interest of 25 per 
cent which has been bought since, 

y- All T am getting at is this company has what you 
call a $4,000 interest in that company? That is the value 
you place on its stock? Fixe YOSs 

Q- And it is paid for; you do not owe that amount of 
money as you own it outright? A. Yes. 

Q. Therefore somebody must have found some money to 
pay for 20, ether by building it originally op buying Lt. 
©ou say you built it out of your own money. Are these 

the only processing plants in which United is interested? 
&. No, lately we became interested in another processing 
went. 

a. When? A. last year. 

Q- Would you mind giving us the name of that? 

Ae Scotia Gold. 

Q- What did you do there, buy the shares or assets 
Or what? What is the arrangement with Scotia Gold? 

Be . Gtignet too familiar with that. 

Q4, Yourare not? As NOs. [em Just one of the 
directors of the company and I am not too familiar with 


exactly how that purchase was made. 
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Qs &b any rate, have the negotiations been finalized? 
Do you know that? A. Ido not know that, but I know we 
are controlling it. 

Q. Pardon? A. I know we are in control of iG 

2. That is, it is being operated by United at the 
Pay eoptuivime, — 8. avesa: 
¥- When did that operation desin?. A. It commenced 
woen the overating season started. 

ga wast Laj1? A. Yes. 

@- You cannot tell me whether control was acquired 
by entering into. an operating agreement for a term of years 
or whether the company purchased the shares of 9cotia Gold 
or whether they purchased the physical assets? Aw NO, 7 
cannot tell you. 

2- Who can tell me that? A- I think our Manager 
probably could, 

y- Mr. Leslie could if he were here? A. Yes. 

Q- You cannot? A. No, it is a part with which I am 
HOU. realiy familiar. 

Q- Are you in a position to Supply the Commission 
With a copy of the agreement, whatever it is? As oNOy. 7 
am not in a position. 

Q- Would you be good shough to inguire if that ig 
possible with the permission of VOUr Oi Teccors? amelie i 
meve NobtoLt. 

Q You have not at the moment but will you undertake 
to inquire and see if that Gan De supplied to the Commission? 
=) 1 really could not. 

Ble gp a UCL gL Will refer 1t to the solicitor, 

MR. NOWLAN: For the Commission only? 
MR. PARKER: Certainly, not for the public, FT suppose 


Pam right in Stating that a confidential agreement supplied 
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to the Commission will not be made public, Mr. Chairman? 


THE CHATRMAN: Certainly. 


> 


BY MR. PARKER: 

m+» Uan you tell me this? Has any money passed from 
United to Scotia Gold as a consideration for that agreement, 
Whatever it may be? A. I would not know that. I know 
the manager of that Plant 22 stil carrying on. We are 
employing him in the capacity of general Supervisor of all 


Our processing: plants. 


co 
‘eB 


w= ACS Vou paying 


ne employees! Wages? are they 
being paid by United? Ae £ 89 not know how that is being 
handled, IT am sure. 

Q- Well, I have no doubt mr. Leslie knows. A. The 


only thing I know is we are paying him a salary. 

Q. What IT am getting at is what was the OD eCinn or 
centering into that agreement? {i mean 1b seems a little 
apart from the cooperative idea, It seems like branching 
out. Scotia Gold was an ordinary limited company, was it 
not? he YOS. 

y- What was the object of taking that over? 

A. I do not know what all the real objects were. Tf know 
one of the objects which appealed to the directors was we 
were going to need more 


processing plants in the future. 


Q.- Why? A. We felt on account of the increased 
field. In these three or four years that we have been 
marketing apples the way we have we have felt more and 
more that the trade wag turning against a lot of our Low- 
gerade apples we had been selling in the past. They were 
demanding more and more a better product and we felt that 
a» Did you feel that the company did not have 


sufficient processing facilities to take care after the 
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cessing plants rather than going overseas as fresh fruit? 
Is that your position? a. Uhet 16 rien. That fe the 
way we felt. 


Q- And that there would be a surplus of the pro- 


VY 


cessed variety of apples? &. That was our @uess, any- 
way. 

~« That is from your members. i am not talking about 
the whole valley but your members. Aa VCorvain lye, 

&- In addition to the processing plants operated by 
United there are a number of Others in the valley? 


IN ee Seeveae 


~- Carrying on much the same type of processing as 
tmese plants of United; is that right? As Yes, 
Q-« At the present time, and for the last year or two, 


United as well as the independent people have b 
posing of their fruit under the direction of the Nova 
— scotia Apple Marketing Board, have they not? A. Yes 
Gee oie say that applies both to the United and to 
the non-United growers? w. Yes 
Q. And the manager of that board is whom? 
Me. Kio’ Leslie. 
Q- That is the same gentleman whose name your Just 
mentioned as manager of United? A. LA Wedis oie. as Se 
Q- Is it the same gentleman? A<> i 
Zentleman, 
2. How lone has he been manager of United? 4 He 
was employed by United over a year ago. 


Q-. About what time? Can you tell. us how lone over 


igO, the beginning of the 194% apple season? 
A t faye b =I 2 Shah St tae Sines wa an 1 Sal him 15, 
ae It may not be hardly a year since we SMploOved hit 7 


may be legs than a year 
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o 


Q- It was my impression it was less than a year, “Dus 
I was not sure. A. I would think about nine months or 
SO. 

Q- About nine months? es! Se, 

Q- Counsel is suggesting you may possibly be wrong 
about that. He thinks it is a little over a year, se ga 
may be over a year. 

Q- Put it this way; you and I both- know the apple 
season begins’*down there in the latter part of September 
and goes on from then? UMS Te Co Ree 


Q- That is the shipping season? A. Yes. Mr. Nowlan 


He 


S right. We did engage him before this year commenced. 
Ow ebeo Us getcim rights) «bosay the shipping season 
begins late in September? ae “YOS. 

Q- and last year, in the shipping season which has 
just ended now, what we will call the 1944 Season, did 
Mr. Leslie act as manager of United for the 1943 crop? 
es NO. 

Qe Who dad? «-. Mr. Meek. 

Q- And he was replaced by Mr. Leslie in time to take 
Over operations for the 1944 crop; is that Rea oP 
He NOU Gxachian, 

Q. What is it exactly? A. Before the operations 
of the 1944 crop began we leased this manager to the 
marketing board, that is, they wanted him from us and we 
let them have him. Only in a matter of words is he Our 
manager now, 

Q» But Mr. Leslis had been manager cf the marketing 
board for several seasons prior to that? Ae THAD 16 
the reason they thought they wanted him. 

Q- Because of his connection with the marketing 


board it was felt he would make a suitable manager of 
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the United Fruit Company? Ao, 2 NO. 


Q. What was the reason? A. We had been acquainted 


“With Mr. Leslie for many years. 


2. Was there any connection between getting a common 


manager for the Nova Scotia Apple Marketing Board and the 


United Fruit Company Limited? A. How is that? 
oe DO VOR whine Gao en bered into. ic? 1 wall put Tt 


another way. Was the fact that Mr. Leslie was manager of 
the Nova Scotia Apple Marketing Board a factor which 
induced the United Fruit Company to employ him as their 
manager? 2. Not partieniarly 

Q. Well, was it generally? A. It might have made 
him appear to be a more suitable man. He had had a chance 
Go snow Dis, abilisy in this position, and that might have 
been a Tacvor. 

Q@- Was 1% &@ factor? You were one of the directors 
who brought their judgment to bear as to whether that was 
pO Or nour As Db yie very difficult to analyze these 
things and make it clear but if you would allow me a word 
of explanation -- 

QO. 2 Would rather you answered thé question, You 
were one of those who made the deciSion; you were one of 
the directors? A... Cannot. say that was a factor. 

Hi wi OO 10% know whether it was or mov? 
be NO-« 

Oven ciety. The tact rs. that. the personne. vor 


the directorate of the Apple Marketing Board and of the 
directorate of the United Fruit Company are pretty much 
the game, are they not? As "Wo some extent, yes. 

Q. Let us see to what extent. How many directors 
are there in the United Fruit Company at the present time, 


nine? ie Mine. 
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Q. And how many directors on the Apple Marketing 
Board? aA. How many of them are directors on the Apple 
Warketing Board? 

Q- No, that is not my immediate question. How many 
directors are there on the Apple Marketing Board? 
me &§ boink spout Tafteen. 

Q. How many of the nine of the United Fruit Companies 
are also members of the Apple Marketing Board directorate? 
Be Uhabeas a Little hard’ to get at. 


Q. Take your time. A. Of those nine men I would 
tink there are apout five of them, 

Oa” Our Or rive eo: Six, the majority or them, anyway? 
ee PCUr Or TiVa, 

MR. NOWLAN: It is five. 

BY MR. PARKER: 

Q. Five out of nine directors of United are also 
directors of the Apple Marketing Board? Ba” Ves. 

Q. You say the total directorate of that: board is 
fifteen? corer wo, Caiet eB en yy. 

MR. NOWLAN: It is fifteen or eighteen. Tam not sure 
which. 

BY MR. PARKER: 

Loe The Apple Marketing Board is a corporation set up 
wnaer Nova Scotia legislation, is it not? ae nears 

i. HOW are 10s Cirectors appointed? ne They are 
appointed by a popular vote of the growers, by a ballot 
vote, 

Q. What was the extent of those who were entitled 
to vote? ae “Uey had to be Trulia 2rowers, “al tacge 
who were fruit growers, who were shipping apples through 
this marketing board. 


Q) Wace 2G goned ot £? A It was Zoned ort. 
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is wow Many would be elected in the western part of 
Annapolis county? A. In the western zone there would be 
perhaps two men elected, and if it represented more apples 
Ehere would be three or four. 

- oO any from each county and so many from each 
ZOne? A. Yes, and each grower had a letter ballot given 
him with the names. In fact, there were nominations. 

@. i Make this suggestion to you for what it may be 
worth, that the fact you have to that extent common 
directors of the United Fruit Company and the Apple Market- 
ing Board, and on the assumption that the Apple Marketing 
Board continues after the war and the English market is 
again open to the growers, puts the United Fruit Company 
in a very advantageous position over the independent grow- 
6rs in directing the disposition of apples available for 
processing? What would you say to that, Aa RRO eee 
introducing an angle that I think is a little strange. 

Qs “strane, you say? fe  VOS, These are pociuions 
ef Urust. It seems to me that a man is nob supposed to be 
working for some personal advantage or something of that 


ind, Of CO help His. friends, 


QO. Ferhaps | have made 4 strange Suggestion. T{ do 
not know. A. © choweght it was @ compliment to the 


United Fruit Company that so many of our leaders were 
Pemeacered Dy Che Truitt industry to be thé proper men to 
Carry On Uhis general work for the industry. 

QO. 8 16 your View that arter the war so far as one 
Can tell on an average crop in the Annapolis valley there 
will be sufficient apples for processing to keep both the 
independent plants and the United Fruit Company plants 
Working at full capacity during. the season? Is that 


reasonably likely? A. I might give my opinion that I 
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think there will be, and if you wanted my reasons I would 
Sive them to you. 
Ge Perhaps © ¢an help. — take your reason to pe this:== 
if I am wrong you will correct me -- that after the war, as 
D thank you have already staved, a @reater quantity of the 
production of apples is going to be held back from the 
English market and more of them, and a better class, will 
pe. put Piro processing plants than prior to the war 
mew they were limited Largely to the culls; is that the 
answer? Ae There is another angele. 

Q@. Is that one answer? Ae YOS. 

@. If there is another you can add another. Ao 
would like to add this, that since this processing has 
Deen Soing om there has been built one of the largest 
plants in the valley that there is in the whole dominion. 

@. Which one 1S that? A. That is the one at Kent- 
Ville which at the present time has never processed an 
apple. The owners of that are large processing interests 
in the valley. They are confining the work of. their 
Plants largely to government contracts on vegetable prow 
ducts. We do not know how much the market will increase 
for that after the war. We have every reason to believe 
whese plants will be engaged largely in work of that 
Kind. 

@. Theres are no negotiations going Om Dstween United 
and the controllers of that plant to take it over? 

A. It might be the other way. 

@. They meht want to take you over. Mere are nme 
Heeoviations along that line at all? A. Not yet. 

Oe 6s BO the*other part of your Dusitiegs, Bamely che 
Supplying of fertilizer, spraying materials and whatnot, 


I think you have already said you keep absolutely separate 
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accounts in respect of those? Ale eS « 

Q- So that each has to stand on its own footing as 
a department of your company? fee REDE, 

Q.- And the system is that to supply the farmers in 
the spring with spraying materials you have to extend them 
a good deal of credit? Baa Throueh their locals, yes. 

Q- You extend it to the local and the local in tum 
extends it to the individual grower? Ba ests 

Q- On what terms with reference to what it costs 
United? Do you supply these goods to the locals at cost? 
&. No, we have not been doing that. 

Q- On what terms do you deliver them to the locals? 
A. Not at cost. 

@- YOU said not at cost. Now T am asking you on what 
basis you do it, at what mark up? Ae We try to meet the 
lowest competitive markets that might attract our grower 
or make him think we were not giving him the service that 
other people might be willing to sive: Dim, 

Q- Do not get me tangled up with service because if 
am talking about spraying materials, not service. 

A. We have not a set rule. 

Q- let us take it in orderly fashion. fo begin with 
United buys the Spraying materials and the fertilizers? 

Ae Yes. 

Q@. And pays for them? As Yos. 

Q. Then do you sell them to the locals? Ae ees 
And the locals pay you for them; is that right? 
A. Yes, but it is termed in their accounts usually -- 

Q- Never mind that. Please follow my question. You 
sell them to the Wands at a fixed price? Ann DO OU 
mean by paying for them they hand over cash to us? 


Q- Idid not say anything about paying for them. 
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I have not come to that yet, Mr. Bishop. wma ean at 
cannot answer the question if I do not know what you 
mean. 

Q- dust wait till you understand the question. JI say 
when you negotiate the sale of a quantity of spraying 
materials or fertilizers to the local do you make a bargain 
OL Sale thar vou ei sell tien so many “ions of this or 
that for so many dollars? A. We do not negotiate a 
sale. 

Qj. How do-“you do 15? A. Weare put there to supply 
them with fertilizer, and we supply them. 

Q- You must supply them on some terms? You do not 
give it to them? iw Ne, Uney expect. no pay Lor 1. 

Q. Hxactly, and that is what I am trying to get. 

They pay for it but on what terms and how much? That is 
what I want. Gan you tell me what the terms are on which 
you supply these materials to the locals? A. You must 
understand these people fix their own -- 

Q. Mr. Bishop, perhaps I ought to understand a whole 
lot more than I do, but I think you understand that ques- 
tion? Ay tes. 

Q- If you do would you be good enough to answer it? 


A. I will have to answer it this way. 


° 


Q@. But answer it, that is ail. A. We Simply figure 


pe 


the needs of the organization and they are the ones that 


%- Do you think that is an answer to my simple ques- 


LOM? A. Yes; | think so, I think 1t would answer 
’ 


® Then I am afraid I will have to disagree on that 
and will have to press you a little more closely. You 


deliver say ten tons of spraying materials to local no. 2? 
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Ae Yes. 

2+» When you talk to them about it Over the telephone 
or write to them or however you decide to deliver that 
much is the price stated that the local will pay United for 
Lt? A. We make a tentative -- 

Q.- Is the price stated at that Cite? A. yes. 

Q. Why did you not Say so when I asked you the first 
time? A. Because that price does not stand in the Smid 
In the end we make another price: 

Q» Never mind, we will come to tiat.. The wprice as 
Stated, and that price which js stated, as you have already 
Said, is what you consider 4 fair price having regard to 
competitive sales? A. Yes. 

Q. Is that right? A+ Yes, it is a tentative price. 

Q@. is the local given a period of time in which to pay 
that price, thirty days, sixty days, three months, or some 
such period? A. No stated time. 

Q.- It may vary for the different types of materials? 
fer but, he is expected to pay for it some time. 

Q- Does he as a rule? he eS. 

Q- Now, the point ig the price that you set when he 
has to pay for it, the price you expect him to pay you for 
it some time, is a greater price than what it costs United 
to buy it? A. Certainly. 


c= 


- What I want to know is what system of mark-up you 


co 


use? How much more do you charge the local for it than 
what it cost you to buy it? A. we have no special 
rule, 

4+ Have you some general working experience? Is it 
Belper cent, 20 


per Cent, om how do you 


ph is 


pei cent, 30 
arrive at the price? A. No rule except we want to make 


it in line with the general situation in fertilizers at 
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that time as near as it will satisfy our members because it 
is only a tentative price. It is not the price they are 
Solin GO pay for 16. 
Q- It is only a tentative price? IMA ORO 

Q. Well, that igs helpful. TI was talking about’a fix- 
ed price. I thought we were past that trouble. 
A. There is no fixed price. I tried to get away from. that 
but you would not let Me, 

a3: Perhaps IT held you too Closely. I have had é6x- 
perience with some people that if you turn them too loose 
they get too far away from the point. Perhaps [I have 
overdone it in holding you down. Let us SOU, Ge ame. 
What do you mean by a tentative price? A. Before the 


Season is over we rebate them certain mon 


(@) 
<<} 


ao 
ve 


Q.- On what basis do you make rebates? A. Per ton 


Q- What does that mean? How do you arrive at the 
amount per ton of the rebate? A. Fertilizer is made up 
Of Gitverent kinds of fertilizer. 

Q.- I know all about that. That does not enter into 
dollars and cents. A. JI camot explain it without men- 
tioning these things. 

ms 1 Ubink You can if you follow me. A, Rach one 
of them has a separate price according to the way we have 
SO OMY tr, 

Q. <sAccording to the quality? A. NO, not according 
to the quality. 

4. Go ahead; we will get along that much faster. 

A. According to the way we have had a chance to buy that. 
If we have had a chance to buy nitrate of soda at a 
greater saving than it is being gold generally we can make 


p larger rebate. If it is Something we have to buy at a 


xh4 
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price which is very fine and close we make 4 smaller re- 
bate. 

Q- How do you arrive at the amouht of the rebate . Do 
you merely deduct the cost of handling it and give them the 
benefit of everything else? A. We try to give ourselves 
enogen (for our trouble. 

Q. That is the meat of the whole thing. You try to 
charge enough so that it will first pay what you have to 
pay out? A. Hach department. 

Q- Then, No. 2, you try to cover your office and 
managerial costs? BD. Yes, 

@. Then you try to have a little left over for what 
Sia li we call At, orerit? A. AS much left over as the 
directors are willing “to leave with us, 

Q. Like any person they want to make a little profit? 
A. No, we do not want to make profit. 

Qe  8(ien Wheat ts it thet is left over? A. We want 
tO Make Bi te ite surplus to pay for our building. gome 
day We nope tivonget out of (debt. 

Q- I do not care what you do with the profits. you 
may give them to charity or smoke or drink them Wie My 
point is do you operate on the basis you want that small 
Mareen ol prorite” “A.° Nd, 7 would hotness PEODAGH 

Q. -What would you call it? he “2D woudd wes 2.9 at 
surplus because until we have paid for our equipment, 
until we have working capital, I do not think we should 
consider profit. 

Q- Have you not merely swapped so many dollars for 


so much physical assets in the building? A. “We are 


Still working on borrowed money. 
O. Ail right, that.is the way you. function ..1Wwe will 


trace it one step further and perhaps we will come to the 
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ends. Lhe  Locad, ripe got this fertilizer and spraying 
material from United on the basis you have described, in 
turn hands it out to the individual growers? A. Yes. 

Q« Are you in @ position to tell us on what terms 
che locals deliver this fertilizer and spraying material 
to the grower? Ao AS Rear cost orice as bhey can and 
Still be able to function as a handling organization. 

Q» Do they want a little left over to build up a 


little for their ureasury, too? As If you will allow 


Q- No, you answer my guestion if you can. 

A. I cannot answer for them. I know what some of them 
do. 

Q. Tell us what some of them do. Go ahead. 

A. The company I belong to try to have enough left over to 
pay their running expenses, and a little for depreciation 
end repairs. That is practically all. 

Oe nO alittle for contingencies? A. Wwe do not 
have many contingencies because we are perhaps a simple 
type. That is, we market the goods and provide supplies 
but we do not engage in anything further than that. 

Q- I am only interested in a Eee Simple question as 
to whether the term on which they hand out Spraying material 
and fertilizer to the farmers is on the basis that they will 
pay what the local had to pay you, Tor it plus the locals 
cost for handling it and plus a little more for good 
fleasure, call it earnings, call it surplus, call it profits, 
call it anything you like. Is that the principle on which 
they operate? A. I could only answer that in my own 
way because each local runs its own business. They have 
as many different ways of coming at that as they have 


locals, but that -is the principle they are operating on, 
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simply to give service. 

Ge Gan you tell me a littie about this matter? ~ at 
the last session of the Nova Scotia legislature there was 
a certain bill promoted by the United Fruit Company, was 
uoere nov? Be 7 NGS « 

Q- And it related to the future operations of the 
United Fruit Company? Ae Lam wou Very Oroud: sor 2% 
elther but yes, sir. 

Q. Ido not think there is any reason to be ashamed 
of it. To begin with the bill was promoted by the united 
Fruit Company and was introduced in the legislature. 

A. No, excuse me; it was promoted by the Nova Scotia Fruit 
Growers’ Association. 

Q- But it’ had the blessing and support of the United 

HruLt, Company, did AG not A. Not altogether. 


Q. They had several meetings over it, did they not? 


Q. Do you read: the Berwick Register? a VL en 
pretty careful what I read. There are some papers I keep 
away from, 

Q.- I read in the Berwick Register where resolutions 
were introduced at aimeeting of the United Fruit Company 
relating to this bill. Were you present? ee LE eG 
Stated that it stated something that was altogether 
wrong because there were no meetings of the United Fruit 
Company. But then I would not be surprised ay tinat. 

Q@.- Probably I am wrong then. What meeting was it 
where this bill was “discussed and voted on two or three 
times with sometimes a majority of one one way and some- 


times one the other, and the bill was finally killed, 
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banned? As I would like to have a chance to say something 
about that bill, but this is no place to do it. There was a 
meeting of the directors of the United Pruit Company. 

O30 Yes. A. To consider a certain act which was 
different from the one that was introduced. They approved 
of this act but the one that was finally introduced was 
asked for by two or three members of that directorate. 

They wanted a natural products bill instead of a marketing 
act which we wanted. Thinking the natural products marketing 
act mist be a great thing from what these people said about 
it they said, "Well, if you cannot get this we will take the 
natural products marketing act.it Nobody in that room had 
ever read or seen that act, not one of those directors. 

When they saw it they would not touch it with a 10-foot 

pole. 

THE CHATRMAN: Are we getting anywhere? 

MR. PARKER: Not very far. 

7 ChATRMANY 1 ai net a bib enlishtened. 

MR. NOWLAN: It is not germane to this inquiry at all. 

MA. PARKER: IT it is "not. enlighteminge Twill not pur- 
Sue it. 

THE WITNESS: Because it meant putting our business 
right in the hands of the government. 

DY ME. PARKER: 

Q- The point is that an attempt was made to get some 
legislation through the legislature with the idea of doing 
what, in a word? A. With the idea of being able to con- 
duct orderly marketing in the future. 

Q- In other words, to make the Apple Marketing Board 
permanent as distinct from a war measure? A. No, that 
was not the object. The object was orderly marketing. 
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disorderly marketing. 

Gal Reel, A. Cutthroat competition. 

Q@. As to all this improvement you have been Geli 
us about today in the marketing and processing of fruit igs 
there any reason of which you are aware why that could not 
have been accomplished -- As "HOW pis that? 

Q»- Do you know of any reason why all these improve- 
ments could not have been accomplished -- A. Have not 
been accomplished? 

Q.- Could not have been accomplished through the 
medium of ordinary joint stock companies just as well as 


through a cooperative association? Ae IG would sot: be 


natural to accomplish it thet way. 


&> 


- Why? a. The object of a joint stock company is 
to make what Imoney they can out of the business they are 
doing. Our object was to build up our industry by giving 
people the fruits of their JANOUT, Ca Vine them everything 
we coulé. For instance, when I was a boy there was a 
Speculator worth two or three million dollars. Wwe would 
like to have seen that divided amongst the growers, 

Qo COU Wena itike of their profit, do you? 
3.» We wanted the price our goods brought onthe market. 

Q. Then you make an argument more than a statement 
of fact towards the end of your brief that the apple grow- 
ing industry as such should be entitled to some government 
assistance by way of tax exemption just because of their 
Struggles and hard times. Do I apprehend that COrrect ly? 
4.» Only as long as they need this money to get going. 


sees 


In other words, there are a lot of cooperatives handling 
a product like berries which does not require an outlay 
but a product like apples requires a number of warehouses 


wich cost a ict. of money, cold storage plants and working 
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capital on account of the volume of supplies they have to 
buy in advance of the season when that production is mar- 
ketable. They need working capital and until that is 
acquired IT think they need to save some but arter that’ T 
do not see where thore is sy LOOM TOr Drofi te, 

Q- On page twenty-four you put it this way: 

"It has already been suggested to this Commission that 

the social benefits resulting from cooperatives war- 

rants special consideration. This company further be- 

lieves that tax exemptions can be justified as a 

fiscal measure, that thereby demands upon the national 

treasury will be lessened anda ultimately opposing 
interests will pay less in taxation because of such 
exemption. 
Are you putting it forward that the TruLs industryds ens 
titled to tax exemption on that ground? Aa i eran 
argument for better citizenship. 

Q@. is the argument taken to the point that in order 
to attain that better citizenship certain citizens should 
be tax exempt? A. JI think if an organization has cap- 
ibel and ds trying to make profits they have as much right 
to be taxed as anyone. J do not think there is any place 
fOr pPROLITS ou te ide “of working capital in a cooperative 
organization, whether that hurts or not. That 18° just my 
Opinion. 

Q During your brief -- I do not know what page it 
iS on -- you made the suggestion that the United Fruit 
CoO pany originated the idea of chartering ships directly 
to cut out the heavy freight rates from the valley to the 
Shipping point ae through the north Atlantic combine? 

A. Yes. 


Q. I was under the impression that a gentleman by 
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the name of Chase was the ploneer of that improvement? 

Am | fight? he YOU are a little wrong and Pico, BOO. 
eevee omy e200]. am partly right. A. He was in the 

potato business and used to look avter eharvering there, 

You will notice in the first of the brief it speaks about 

an attempt made to organize an association to out re eG 


rates. Flour was going at 26 cents and we were paying 


gl a barrel on apples. The two gentlemen back of that 


movement were Dr. De Witt from Wolfville and Dr. Balcom 
from Aylesford. 

Q. I was under the impression that the man who broke 
the freight rate combine, so to Speak, was Mr. Chase who 
brought a steamer right up through the marshes to Port 
Williams to load it with apples for the Huropean market? 
A. You have been wrongly informed. If I could tell you 
something privately I would like to have a talk with 
yous 

BY MR. BLLIOTT: 

Q» I should like to ask a question or two about the 
fvte) Tinencial statement. TI notice among the liabilities 
an item under accounts payable in the sum of $58,000. 
Doss that include accounts payable to members? 

A. None of that is payable to members. That is borrowed 
money. 

Q- There is quite a small repayable reserve under 
the heading "repayable reserve, etc. of $2,136; what is 
that? A. We started to raise capital by taxing a cer- 
Corm part, Cf our business for 4 repayable reserve. After 


a few months we abandoned it, but that amount was taken 


off in the meantime. 
Q. That was deducted from the proceeds of gale? 


vu 


A. From some of our business; I Forest what part of it 
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it wasi 

Q. How long ago was that? A. Just a year A207, Dub 
we concluded it made so much trouble in keeping accounts 
and trying to follow it through the local companies to 
the individual and made go much work that it was not worth 
While, There was a real protest against it so we 
abandoned that idea for the present. 

Q- Under current assets there is on Lbem Of anventor- 
ies as certified by a responsible official of approximately 
$97,500. What does that include, supplies or fruit? 

A. It might include supplies. It might include manufactur-~ 
ed products that had not been marketed yet. We worked some 
for the government. We canned apple juice for them under 
different contracts, 1 OO 20G know really what it refers 
to, but it refers to other supplies we bought too heavily 
and are carrying over for another year or to some of our 
products that were still unmarketed. 

Q» It may be either supplies or fruit or fruit 
products or both? A. It would be fruit DIvenets. 1% 
would not be fruit. 

MR. NOWLAN: It is mostly inventory for the government. 
About 90 per cent of that item was M& S contracts on which 
they had not taken delivery. 

BY MR. ARNASON: 

Q- Have you ever tried to borrow from your members 
through your locals, that is, tried to raise new capital 
by borrowing from your members through your locals? 

A. No, we never have, 

Q- Has that ever been considered? A. The question 
of making a different setup has been talked about and 
discussed, but if it was worked out to any extent it might 


perhaps frighten us away from it. The readiness of the 
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banks to supply us with what moneys we needed > seins our 
business would perhaps be a reason for not adeptine ite 

Q- Hav? you power to repurchase your shares? 
&. What is thay? 

Q. You.have no power to repurchase your shares? 
A. No, we have not. 

MR. NOWLAN: Unfortunately not. 

BY MR. ARNASON: 

Q. Referring to page 21 of your brief you state in 
part as follows: 

'This fact supports the contention already made that 

although the grower needs to receive in cash the 

ordinary price for his product yet he is prepared to 

leave with the company for the time being additional 

moneys such as would be received from processing." 
You are thinking of the future there, are you? A». Yes. 
We are thinking of what has nappened under the government 
marketing plan at prsgent. You see we have had to com- 
pete and, in fact, everybody has had to process at the 
same price. Those who are not cooperators in particular 
want to get a fair price for their work, Under one price 
we get our share so in that way our factories have been 
glving us a profit, or giving Us & surplus. | will put 
it that way. I use that word "profit" because I forget 
and think it is mine, but we have been pleased with the 
surplus left with us. We can see a way of helping to 
liquidate. some of our liabilities. In fact, invthe: Last 
fow years we have been able to liquidate some. 

it~ 20 are proposing to hold back a portion of these 
eamings, or whatever you like to call them, and credit 
the growers with these earnings while they would be 


retained by the company? Is that what you were thinking 
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Of, holdbacks, as Mr. Parker called it? Piven LG ae. 6 
little hard to pin down that actual money to each grower 
to whom it belongs after it has gone through the process- 
ie DLant . There are go many different Operations, 
There is cider canning. 

Q.- That is the eeneral principle? A» Bor the: pres 
ent that is the Seneral principle, The growers are willing 
to leave it. Or Ghas Money they got for Skins and cores 
they let us have $50,000 to PUG Tieht into a ¢ora storage 
piant because we needed a plant. 

BY MR. ELLIOTT: 

Q- When you say your members let you have that 
$50,000 wags it ever paid out to your members? A, NOg. xt 
was not. Fach member siened his personal Obligation that 
he was Willing for us to keep that. Aeleustayeng words, the 
Marketing Board would not do it any other way. of course, 
the Marketing Board was handling the money, and they are 
compelled to bay everything back to the gerower, In this 
Case the growers all signed Up. All the money we keep is 
the money that hag been Signed over to us by our growers. 

Q- They Slened that individually, and no one individ- 
ual refused to Sign? A. Yes, some of them refused to 
Sign, and all that refused to Sign got their pay. 

MR. NOWLAN: Ninety per cent Signed, 

BY MR. FILLMORE: 

ee 2 ShOUda Tiice to ask one or two questions. 

Mr, Bishop, T understood you to say in answer to Mr. Parker 
thet part of the money which you invested in plants and in 
SoOCck in another company or companies was raised by borrow- 
2me. Is that correct? A. Yes. 

i. And the balance of that came from what you call 


Surplus? A. I ean only answer you in a general way 
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because it was not earmarked and clear cut. We were using 
our credit to do our business, and we used our GLEGIS SO 
burl a plant; Any surplus we had went. 

Q- We will put it this way, that in addition to 
borrowing money you used money which you had available in 
the bank? A. I am afraid you might got me in trouble if 
f tried to answer that question definitely because there 
never was a time when we had these things clear cut go ag to 
know whether we had a Surplus or where we were Standing. 

Q- I understood you to say that you had a surplus 
SliSine OU Gr the processing of apples because you, char. 
ged the same as your competitors? A. You mean in the 
last two or three years? 

QO. Yes. A. Yes -- you mean this plant we are 
buying now? 

Q.- <Any investments you have made in the last two or 
three years. A. The last two or three years have been 
devoted to cleaning up debts on old business. we have not 

260 Making any investments except some kind of agreement 
of sale we -entered into with this plant we have talked 
about. 

Q@- I understood you to say that while you were paying 
for your plant and equipment you did not call your surplus 
profit because you were using the surplus to pay up what 
you owed. Was that correct? A. That would be my idea of 
it. Just what I said Tae not remember but that would be 
my idea of the distinction betwecn ‘surplus and PPOFLtS, 
SO that it would be Surplus we were using. 

Os ae understood you to say that while you were paying 
your liabilities you called the money with which you paid 
them surplus? Some of your surplus is going into thate 


A. That would just be my interpretation. 
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Q- Where does the money come from with which you pay 
interest on your obligations? A. We have got to get it 
from the growers. It is the growers” business. 

Q. Do you have any money left over after you process 
POUT ia ue A. We have been having some left over in 
the last two or three years as you will see by our balance 
Sheets. Before that we were just as liable to have a loss 
Some Oita tee 

QW. Vou call thay Surplus money you have left Over? 
Ba SYSES, 

Q. That surplus money you are using to reduce your 
principal liabilities and pay interest? a ean 

Q- You have no contract with the growers by virtue 
of which they can demand payment of that surplus from you? 
A. They lend it. They are the ones who own Eis 

Q. Have you any contract with them whereby they are 
able to demand the moneys from you? As NO, not knowing 
what part each one would share in it, but as shareholders 
of our United Fruit Company every one of these companies 
Owns our United Fruit Company business. We are-a Joint 
stock company and it is their business. 

BY MR. NOWLAN: 

Q- On that point Mr. Fillmore raised I have one last 
juestion. Your companies have never used an agreement with 
their members extensively? A+ NO. That is one of the 
things we have kept away from. 

Q.- It was approved by legislation but it has never 
been used? A. It has been used sone. 

@- Do the by-laws of the company require the company 
to pay back to the members all of the price for the apples 
after they have made deductions for handling charges? 


o That is the idea, yes. Our idea of contracts is that 
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if a man does not want to be bound you have got to build 
a pretty high fence to keep him. If our growers were not 
willing to stay in without contracts we did not want to 
undertake to keeo them in there by force. 

THE CHATRMAN: That is all, thank you. What have you 
to offer now, Mr. Parker? 

MR. PARKER: I think we will go to pigs next and take 
The First Co-operative Packers. 

THE CHAIRMAN: We are trying to adjourn as near four 
o'clock as possible. 


MR. PARKER: i think we will have time to read this 


THE CHATRMAN: We have some administrative business to 
do. 

MR. FRANCIS: I am appearing forthe First Co-operative 
fackers Of Ontario Dimited. ‘This is a Very Drier submission. 
rhe General Manager is present and it is almost imperative 
that he should return to his office tonight. I should like 
to proceed with the presentation if the commission see fit, 

THE CHAIRMAN: Yes. 

KENNETH MORRISON 

General Manager, 

First Co-operative Packers 
of Ontario Limited, 


having been duly sworn 
testified as follows, 


BY MR. FRANCIS: 

Q.- Mr. Morrison, you reside at Barrie, Ontario? 
Ay* That Ts 2Pene.. 

@- You are the General Manager of the First cdo- 
operative Packerg,of Ontario Limited? A. Theat 2s. 
Tight, 

Q@-» You have held that position since the year 19359? 
A. Yes. 
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Q- When did you enter the packing business? 


Q. Have you been engaged in that business Since 1913? 
ho Yes, with the exception of four years overseas in the 
last war. 

Q- Apart from the four years overseas you have been 
in the packing industry continuously since 1913? fe Veo. 

Q-. Is there any national\organization in canada of 
the meat packers? A. The Industrial Development council 
of Canadian Meat Packers which contains most of the export- 
ing packers of Canada, and all of the larger ones. 

Q» Canada Packers, for instance? A. Yes. 

Q- Do you hold’ any position with that council? 

A. I happen to be president this Wee. 

Q. Has this brief which you are about to present been 
approved by the board of directors? 
Qe Have you been authorized to present it? ie VES. 

MR. FRANCIS: Before proceeding there are two deletions 
I should like to have made. The first is on page eight, the 
first paragreph, commencing on the sixth line with the 
words "The hogs they send in to their plent®” “and/ronning 
from there to the end of the paragraph. There is one 
Ovher déiletion, “Tn paragraph three on the same page which 
commences, "The Co-operative has: never paid Tf should 
like to have deleted all of the words after Wlivestocktrr 
in the second last line, "declared at the end, but before 
Bho Tine Closing of the year. phat’ 28. in- thesunierd 
paragraph. 

BY MR. FRANCIS: 
Q@. Will vot now proceed, Mr. Morrison? A. ‘The 


brief is as follows: 
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"To the Chairman and Members of the Royal Commission on 
Taxation of Cooperatives: 


“History of Organization. 

"The Co-operative was incorporated February Ly, 120. 
under the Ontario Oompanies Act as a co-operative without 
share capital, the main purpose of which was to operate an 
abattoir to process hogs and other livestock, and to market 
Cgées, poultry, etco., for its members. It commenced opera- 
tions in 1931. 

"The Co-operative ig 100 per cent farmer owned and no 
transfer of membership is permitted except to farmer pro- 
ducers, 

"Capital for the enterprise was raised by the members 
who were to pay $100 for membership and in addition to Sign 
a capital note for $50 in favour of the Co-operative, which 
hote could be pledged by the Co-operative or payment 
demanded from the member. 

Hit edd Gon tO the foregoing memberships and capital 


notes, holdbacks from payments for hog purchases from mem- 


"By the end of the first year's Operations the cor- 
poration had a membership of 1,561 and had received the 


following from members: 


Total subscribed for memberships $156,100 .00 
less unpaid on Memberships 21,545.89 
Amount paid on memberships “154, 5542515 
Holdback from members (25% off 
published purchase price of hogs } __29,105 .87 
Total amount received from members $159,659.98 


"The capital notes, which amounted to $78,050 at this 
is 
date, had not been called fOr Pairnen tb. 
9 re J 
"The Co-operative lost $54,489.65 in its first year's 


Operation, and due to loss of working capital the plant was 
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closed. Subsequently the Co-operative assessed $25,000 of 
the loss to the members on 4 basis pro-rated according to 
Shipments, and made demand on the capital notes of $78,010 
and the balance due on membership subscriptions. By the 
end of the fiscal year 1935, during which time the plant 
was virtually idle, the Co-operative collected $54,872.81 
on account of the unpaid balance of membership subscrip- 
tions and capital notes as well as $1,637.13 on account of 
the assessment of $209,000. 

"After being closed for fourteen months, the plant was 
reopened in June, 1933 on finances collected from members, 
as noted in the previous paragraph, and was further aided by 
ioans from the province of Ontario. The loans from the 
province of Ontario amounted to $25,000 and were subsequent- 
ly converted to a mortgage. The loss for the fiscal year 
ended May 29, 1934, amounted to Bos, olny, 

"On appointment in 1935 of an experienced general 
manager, the province of Ontario guaranteed a bank loan of 
100,000. The euarantee is Still in effect, but the 
mortgage of $25,000 has been paid. There has been no 
change in the general managership of the Co-operative from 
PISe LO date: 

“In the first full year's Operations under the new 
management the Co-operative operated without loss, and has 
continued to do so ever since, 7 

"If surpluses were made they were credited to the 
accumulated deficits until the fiscal year ending January, 
1943, when the accumulated net results provided, a slight 
surplus - said surplus being credited or paid to members 
4S an increased nee price of their hogs sold to the 
ee ee Since January, 1943, the same practice has 


been followed. In the years 1938 to January, 1943, 
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inclusive, before the deficit was Wipéed cut; the Co- 
operative paid out to members a portion of the yearly sur- 
plus as an increased price on their sales to the Co- 
operative, the main purpose of which was to encourage an 
inerease in breeding of hogs and continued because of war- 


time policy. 


"Administration of Business 

"The board of directors of the Co-Operative consists 
of seven producer members elected annually by the members, 
and Che Board, 6leets 4 president, vice-president, and 
secretary-treasurer. The board of directors sets the pol- 
Wey OL ie Co-operative, which is administered by the 
ecneral manager hired by then. 

"The membership is spread over several counties in 
Ontario including Simcoe, Peel, Grey, Bimce,, Duiterin. 
Victoria and York. The territories in these counties are 
Split up into. cones, 

I might say that is the very heavy production area of 
Ontario. Estimated receipts for the last three months in 
this area were about 105,000, and we hope to handle about 


IO Der Cent of the total hogs from that area. 


"Each zone consists of at least twenty-five members and 


these twenty-five members elect a zone president, a zone 
Secretary, and three other members, who call meetings of 
the members within the zone and such zone committees work 
with the directors and management in the setting of policy 
and the administration of same, This set-up has been 
found most useful in many ways. The problem of the pro- 
ducer as to breeding, feeding or any difficulties 
eneountered can be instantly relayed to the board and the 
board can give advice and Pracuical aid’, “And aleo, im the 


Operation of the business the directors and management 
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can contact members very quickly and readily, through 

these zones, as to problems of processing, quality, receipts 
marketing, and many other problems. They can pass on to the 
Jroducers advice from our departments of agriculture re- 
garding very many problems of the production of food and 
livestock, 

"The Co-operative, since rail grading in particular, 
has been able to advise its menbers and at the same time a 
great many other producers in the area who might not be 
members, of the prevalence of certain diseases or undes- 
irable conditions in their livestock as to quality and 
health, which does lead, and has led, to an improvement 
all the way around. 

"The Co-operative, in the vast has had, and continues 
With, Policores vor breeding and Supplying of quality breed- 
ing stock, supplementing aids already given by our depart- 
ments of agriculture, with the result that we have been 
reliably informed that we have the highest percentage of 
top grading hogs of any packing plant in canada. However, 
cur Co-operative would not wish to clain Cul heeredsG stow 
the outstanding quality of hogs among our members. Cer- 
tain other packers are also vitally interested in improved 
livestock and to our knowledge have contributed to this 
improvement. It is probably significent, however, that 
our plant still handles and Slaughters the highest per- 
centage of top grade hogs and has attained top position 
in this regard according to our information. 

"Some features of bacon improvement work among our 
members have been adopted by other packers with gratify- 
ing results. Tih Ree because of the close contact 
with our members and the fact that our members are in the 


processing end of the business, a great many prejudices 
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which existed between the producing and processing end have 
been eliminated by education and understanding. fhe elim- 
ination of unjustifiable or uninformed prejudices against 
che processing end of the business has without doubt re- 
acted to the advantage of the total industry, of which 
the producing end is primary. No doubt the president of 
one of Canada's largest packing concerns had Something of 
chis in mind when he made his report to shareholders on 
the 30th of March, 1944, at which time he had the follow- 
ing to say about cooperatives: 
"Every packer would welcome the aevelopment of co- 
operative plants. Only one exists at present - the 
First Co-operative Packers at Ba Gre Orbe iO weit 
is unfortunate that there is not at least one in 
each of the chief livestock producing provinces. 
Such plants would be sources of information regard - 
ing the facts of the industry which farmers would 
accept without question. The existence of a number 
of cooperative plants would lead to a greater meas- 
ure of understanding between producers and packers 


een has ever existed in the past. 


"Description of Business Conducted 

"The Co-operative operates a meat packing plant at 
Barrie, Ontario, also a poultry killing and egg grading 
station at Elmvale, Ontario. The Co-cperative processes 
a full line of pork products, such as fresh Pork, Wards; 
bacon, smoked meats, sausages, cooked INeats, and also a 
modest quantity of beef, veal and lamb. Tt also conducts 
a good business.in the marketing of eggs and poultry. 
pales are mostly to the retail trade of Ontario, and the 


United Kingdom through the Ganada Meat Board and the 
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Special Products Board. Previous to the war the Co- 
operative had a good outlet for certain pork by-products 
in the islands of the West Indies. This connection is 


Still maintained, although on a reduced basis. 


“Method of Operation 

nite OO=Opera tive. in processing, operates very much 
the same as any other packing business except that they do 
not have any livestock buyers or drovers in the country. 
All hogs are shipped direct to the plant by truck ox 
trailer. <A few years ago before the roads were as well 
ploughed as they are today" --[ might say we had three 
feet of snow when I dictated this -- "certain members 
would load railway cars at designated loading points and 
ship to the plant. However, this has not been done for 
many years and practically all our hogs come direct fron 
the farmer by truck or trailer. During the war years, how- 
ever, and particularly during 1944 when there was an all- 
time production of hogs in western Canada, Wwe, in common 
with all other eastern packers, at the request of Ottawa 
handled many carloads of western nogs at cur plant. 

"We endeavour to pay a fair market price to the pro- 
ducer, and in computing this fair market price there are 
several factors which are taken into consideration. Pro- 
vided hog receipts are ample, as they were during 1944, 
she price paid at Barrie would net the farmer shipper the 
equal or a little better than the Toronto Stock yard price 
when the commission and marketing fee he would pay at the 
Toronto stock yards is taken into consideration, This 
fee would, we estimate, equal about 15 cents per hundred- 
weight, and Barrie's advertised price tom hogs would 


possibly appear in the press and on the radio at approx- 
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imately this amount below the Toronto quoted price. ‘There 
would be another saving to most members, however, in the 
close proximity of this co-operative in trucking expense, 
and it is this seving that would net them a better price 
than they would receive in Toronto. There are other times, 
however, when hog receipts may not be just enough to ZO 
arouna and packers are reaching out for extra hogs when 
our price paid at Barrie would be the same as that adver- 
tised in Toronto. In such cases the actual return to our 
farmers would be anywhere from 10 cents to 20 cents per 
100 pounds better than the net returm he would receive 
from Toronto. Please understand that this igs broadly the 
principle on which the management makes the initial 
settlement for members! hogs and by and large at ig fairiy 
consistent although we would not claim that there is not 
the odd occasion when this would not work out, but we 
would be safe in saying that well over 90 pes Cent of the 
time, the settlements would fall well within the prices 

as outlined above. 

"In selling the finished or processed product we 
operate with the use of salesmen Ganvassing the trade and 
soliciting orders and delivering the goods to the customer 
by railway, UPansport, or our own trucks, the same as 
other packers. Previous to the war we Nag Gerri tories 
established in Ontario extending from Timmins in the north 
country to Ottawa in the east, and Hamilton in the west. 
Since the war, however, and due to Shortage of product for 
Canadian consumption, our sales staff has been reduced by 


two-thirds. 


"Our product is sold on a competitive market and 
there are no rebates or trade premiums given to customers, 


"Since 1935 the Co-operative has made progress and 


<, ahi tau § Ba BED ibis . 


a ; oe ae, nage 
= ean ed ip eth agente: oun 3 ee 6 


iy Ditiets Ser hue sae? ernst: 


Here ati 
Hive ay ¢ ve Sel Puae : i ee Stet 3A) oF nea 

uO wut Se aed Seteete aeo Aer 

ae fe 4 He ‘ ie ater et 2: ¥) o eo . pe 


i i vy ' t ie ay ‘ wv Stil eas ™ & sant) 


> 


3 i 
. oa 7 * Wye iver, a¢ 
‘ ‘+ ed 
) ee 4 « ' wR 5 oc Ch 


aa : wien 
a 
4 
- a br 
4 aie wed at Tt rare ; “er oi) at Page EAT 
ea ys, Mee Hy ' ' te yous. ‘4 MS ieee oe Pee 1 te oy a 


i yiehe> RAS. * Gayy “CRW eee eee. Orne eae 


j= 
=~ 


f { re -, 2 os yg alee a7 aoe nae) a) : ia nephadan 


wee | 2 . vite ah tt)  capepte i Qi oes 


2 a rr rp gil ~~) Ree ee. ft ony m9 


‘ ’ 
me PEPE yi 4 Trae? CtceG aD Ie r astne 


ae 


: vy a a ol 
ate : ee ot F var oe ; “ie os Paes BE iv epee on 


eyes. at +~ ? Nie 


| a al or : > al = use pe che ae aay a im at ed: ‘ace i rs ti eet vu wind 


Bae OTe Cowie pale Ae meee Pe v9 . 


- 


—— o> 


-5402. Mr. Morrison 


basing our earnings in the same mainer in which a private 
company would base theirs, our net return on volume for 

the past nine years would amount to about 25 cents per 
hundred pounds or Ohe~-quarter cent per pound, This might 
be considered a normal packing house profit. There is no 
doubt, however, that during these years of SEDUTIGI NE iP 
the Co-operative had not had to overcome the disadvantages 
and bad experience of the four years Preceding 1935 and 

nad had more working capital of its own, its average profit 


would have been Slightly higher, 


“imcome Taxes 
“Naturally with losses facing the Co-operative in the 

early years there was no quest ion about income taxes, 

When the Co-operative began to show progress there was the 

problem of the large losses to be considered and also the 

assessment of $25,000 which had been made against our pro-~ 

ducers during the hard Years, which the Co-operative con- 


Sidered as a loan fron the members and which Gad. borne 
paid back. For the fiscal periods ending May 18, 1940, 
May 20, 1941, January 2, 1942, and January 3, 1943, this 
Co-operative hag made payments of income taxes on the 
basis of that Droportion of the earmings that would be 
credited to the amount of business done with non-members, 
The proportion of our business done during these years 
Was approximately two-thirds with members and one-third 
with non-members, which ig close to the required per- 
centage of the Dominion Income war Tax ACU, Part 2, 
Section 4, subsection (Dice - Ome Co-operative feelg that 
48 long as we do not qualify under the above clause we 
Should pay taxes the Same aS any other business on that 


Sroportion of business done with non-members, However, 
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in regard to that Proportion of Surplus over expenses that 
results from the business done with members, we feel that 
this surplus rightfully belongs to our members and should 
be returned to them, and any such returns added to the 
producers! own personal income. [In other Words, 12 2 pre- 
ducer wishes to erect a slaughter house On his own farm 
and Slaughter hig hogs and sell them as meat direct to the 
consumer rather than alive, the income tax authorities do 
not require or Pequest him to make a separate accounting 
of his hogs up to the time they leave his feeding pens 

and another Separate account from the time they enter his 
Slaughter house until they leave it as dressed meat. 

"This method of country Slaughtering and peddling of 
meat is fast disappearing from the Canadian scene much to 
the benefit and health of our people in general. our pro- 
ducers, rather than Mave individual Slaughter houses, 
Clubbed together to QUO vos good, modern packing house, 

"We realize that this Co-operative, being incorpor- 
ated under Part XTI of the Ontario Companies act, is a 
legal entity and although the principle cited above is 
the essence of the organization of this Co-operative, to 
the best of our knowledge there are no Provisions in the 
Statutes to cover the type of organization required as 
sxplained above, 

"The Co-operative has never paid any capital div- 
idends, but has paid out a surplus over cost of process- 
ing in some years in the way of patronage dividends, and 
in the last two years, in the form of an additional in- 


creased price on.members? livestock. 


~By-Laws of the Co-operative 


"Over the years the Co-operative hag Reem in Operation, 
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by-laws have been amended, rescinded and replaced by other 
by-laws. On February 8, 1945, the directors enacted by- 
law No. 8 to consolidate and amend previous working by- 
laws. Copies of all by-laws including by-law NOe 8 are 


attached, 


oolelce Sieéts” 

"Balance sheets and profit and loss sheets for the 
past ten years are also attached, 

"ID Closing, “our Co-operative would like to take this 
Opportunity of expressing our appreciation to the pominion 
Government for appointing the Royal Commission to study 
the very complex problem of the co-operative, and we are 


Satvistied 16 wiih receive the fullest consideration which 


BY MR. PARKER: 

Q. There are only two or three questions I propose to 
ask this witness. It seems to me that On page seven of 
your brief you have advanced perhaps a new way of disposing 
GF this question, if I understand it correctly. In your 
paragraph five on income taxes the suggestion is tha: 
whereas you do about two-thirds of your business With your 
members and about Ons =—ChiIrd with non-members, and by that 
token are not exempt under the so-called 20 per cent clause, 
the fair way would be that you pay taxes the same ag any=- 
body else on your non-member business? A. Yes. 

2+ On profits made from your non-member business, 
and that you should be exempted from tax on profits made 
from your member business? A. That is right. 

THE CHAIRMAN: They do pay on that business? 

THE WITNESS: On the non-member portion. 


MR. PARKER: As I understand the suggestion that is 


ieee <thhe ae : 


Dias 


PTE on 
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the way it shoul@ be. 
THE CHAIPMAN: That is what he has been doing. 
MR. FRANCIS: That is ae Tact. 
BY MR. PARKER: 


Gy 


Jy 


AS@a fact that’ ie wnat you have been doing? 
&. We have paid on chat basis. 

Q. Have you taken it up with the department and got 
any instructions on that? Ae Yes, sir, 

QO." Ff think perhaps some of us understood once you did 
Over 20 per cent with non-members you becanie taxable in 
mespect of the whole thing. TI was wondering how you got 
the concession, Ueibe Niewenkc gar concession, to pay taxes only on 
the non-member business, was that explained to you by the 
department? A. That was done by negotiations. I pre- 
sume it was open to every company to do the same. 

Q- You are not conscious of being treated any 
differently to anybody else who might be in the same 
position? Ak NGS 

Q» But anyway that is the treatment which has been 
elven to you after negotiation and discussion with the 
income tax Orficialse? Ae Yess 

Q. With a clear understanding on both Parts? £. Yes, 

Q. In these negotiations was it made clear to you in 
any way how they SOU around “hat 20 per cent clause and 
only taxed you on the non-member business? Tf do not follow 
EMerc.s Ae” Whey wea tized we Wore WOU ii Ghat ¢t lass. 

@- They realized it was vair and taxed you accord- 
ingly, is that it? That has been going on for some years 
on that basis? A. For all these Jeure  f Gitea. 

Q- Whenever you had over the 20 per cent? Aa eG 

@+ And do I understand these heavy losses of the 


first few years Were made up ob or earnings in the more 
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OTOSOErTOUS Years succeeding? 


Q. 


i] 


A. That is vieite set aa 


How was the money used to defray these past loss- 
€s treated so far ag income tax was concerned? Was it ex- 
empu?. As It wae. 


Was that treated as an 


operating expense before 
you arrived at your profits for income tax purposes? 
&. I presume it woulda have been. 


QO 


ve Are you pretty sure avout that, 


as to how your 
accounts were made Up? 


A. There was a POrtion oF thee 
earnings pessed back to ths 


members as a patronage 
dividend. 
ae 


Ferhaps you do not follow me, 
t year or so you had heavy losses? 
Ove 


~~ 


I understand in the 
ee 


Be 


ThaG sLevri chit. 
I suppose you 


Owed money to the bank or people you 
had to borrow from? 


A. Yes 


Q. In subsequent years when you got on your feet yon 
were making profits from member and no 


Non-member business 
all merged together as one, 


Out of those profits you used 
sertain amounts to liquidate these 


past obligations? 
He [hab is right. 
Q. Having used a certain amount to pay that what was 
left was treated as your net income for that year? 
e. heat is risht, 


You apportioned 


your member and non- 
member business ard paid 


portion alloted to 
the non-member business? ae) Les. 
a. 


That has been your system? Ae Yes, 
MR. PARKE: Poole Gey ee have to ask this 
witness, 


BY MR. FILLMORE: 
Q- «AS I understand it Your price tou the producer 
compares favourably with the price paid in the st 


tock yards? 
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A. That is right. 

Q- From the time you get the animals in the packing 
plant do you operate the plant in the same manner as in 
private industry? Ae “Right. 

Q@.- and you sell in the Same way? As Right. 

Qs “So thas “as “7 understand it the only difference ig 
at the end of the year you make up a profit and loss state- 
ment -- As No, Sir, 

2- You do not mke Upve Statement at the end ot the 
yea x? &. We estimate or try to estimate our profit. we 
have been Very 2ortunate in estimating or budgeting for 
Prorit, estimating what our profit might be. What would 
have been profit we have dissipated in the last two years 
by crediting it to members on their purchases in the books 
of our company. That is individual members, We could 
tell you in ten minutes the amount of any member WD? GS 
date. Tt. hs wiped out our PLor itr, 

@- Prior to the last two years did you make up an 
annual statement? i Ves. 

Q- Did that annual Statement show whether wiles \COm= 
pany had made or lost money? Has Deli aice iy. 

Q- You found out then that you were prospering? 

4» Those were the years we were paying income tax. 

Q. Then you changed your accounting system, and 
during the year what do you do? What credits do you give 
people who deliver livestock to you? What do you do during 
the year? me Peiiver to «= 
ee 


2) 


You get livestock from people during the year? 

4&4. You mean by members or by non-members and members? 
Q. ~L ai sust talking about members, fie We buy 

their hogs on the basis as mentioned in the Drier, 


Q. «and you pay the market price? Ae’ Gient. 
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Y+ What other credits do you give them during the 
year or at any time? A. Last year it was 24 per cent 
additional purchase price, 

Q- You gave that credit to them? i. To the members, 
Q. From month to month? ie It 18 buULLE up inthe 

books from week to Week. © iu. ia posted all the time. 
Q- Do you keep a running account which indicates how 
much you are making month by month? hee SSS. 

Sheena Gy Vis eae Avr ies, 

Q- So that month by month you try to be in a position 
tc know the result of Your Operations? Aw That is 
Cient. 

Q. And having those fisures before you you are able 
to make a monthly estimate of your surplus and allocate 
that amongst your members? A. It could be done but it 
would not work out. We CCUcdenor do. that . 

Q- What do you do? Be YOu Set thep at the beginning 
of the year because some members do not market hogs every 
week or month. You might set it at e per cent in January 
and find you had to cut it down to 1 per cent in February. — 
The member who had £00 2 per cent dan January would receive 
more than the man in February and you would have trouble. 

So you try and estimate Your protit At ihe beginning of 
the year, which we did, shad it. carried right through at 
the end of the year. 

Q- At the beginning of the year you try to estimate 
vOUL prorat? Aen eabats Pi eht. 

Q- And you credit the members with that estimated 
profit during the year on the basis of the number of 
pounds aeiewarsae A. As an additional price on their 


live stock, 


ls When do you make payment of that anticipated or 


= Be - inte j 
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estimated profit? A. That is credited to the member. 
Under our by-laws there is a manner in which that ig paid 
ous. It is set forth in the by-law how that will be paid 
yack. It is paid back in instalments. 

GQ. Then you take the position that by setting up an 
anticipated profit you are in a different position ag 
regards taxation than if you waited till the end of the 
vear and got a profit and Pose statement which actually 
cenonstrated the result of the year's operations? 

A, I might say that if you wait until the end of the year 
/OU are not crediting your members. Probably it is not 4 
pear Desiss Th might be looked upon by the income tax 
people as not a fair basis. We committed ourselves at the 
Deginning of last year anc the beginning of 194% to pay ur 
members a certain percentage. Last year it was 25 per 
cent. We were gambling. If we had run into a LOS Syst 
would still have been credited to the members and we would 
have shown a loss, 

Q- Do your members hold a written obligation whereby 
they can demand from you that anticipated profit no matter 
meal the result of your Operations? A. No. [In the by- 
laws it is ses forth how that will be paid back according 
to the earnings of the company. A percentage must be paid 
tack each year, 

Q@- At the end of the year do you not make up a state- 
ment to gee whether your sstimate has been accurate? 

A. We know that from month to month. 

Q- From month to month your books show the actual 
result of your operations? Be .08G ee krient, 

oe,  LOdo not wait tc get it yearly? Ae Oh, 
well -- 


Q- At the end of the year do you not get out. a 
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balance sheet, profit and loss Ste tement? A. Quite so, 
auditor's statement. 

Q. Then you eetwualiy Tanda “ous how you did come out? 
Ar Theat as rient. 

Q. You put that method of anticipating profits into 
effect when? A. At the beginning of 1943, _ 

Q. You have only been paying income tax on business 
vith non-members? ie Tia is Pent. 

Q. You have paid up capital of $150,000 to $200,000, 
have you not? A. $151,000 is our working capital. 

Q- To start with you collected money? Be VES 

Q- Do you pay dividends on that money? A. No. 

Q-» Do you pay interest on ite A. WNo. 

Q. These people who invested their money have not 
been very fortunate, have they? A. Wot unless they have 
done business with the cooperative. 

Q- They have not been very fortunate in the way of 
getting back their money or any return on their invested 
capital? A. As far as getting any interest on their 
capital they do not coy env. 

Q.- What do you call it when you make an estimate at 
the beginning of the year? You estimate that from time to 
time or at the end of the year or at the end of the month 
you will have left more money than you started with at the 
Deginning of the period. What do you call that anticipated 
account? What is your name for it? As © a6 not Think 
that matters? call it Prorat call ap surplus anything you 
wish. It is over expenses. 

Q. You make so mich money no matter what VOU Cel ripe 
A. Yes. 

BY THE CHAIRMAN; 


ge You have that word profit in your vocabulary? 
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A. I guess I was trained that Waye 
BY MR. FILLMORE: 

Q. and the net result is that because you distribute 
this surplus or profit, or Wnatever you want to call Lue Go 
members therefore it is not income and it is not taxable? 
That 1s your position,is it not? A. Yes, that is our 
Cie Ory ¢ 

BY MR. FRANCIS: 

Q- I understand, Mr. Morrison, that your company 
files income tax returnseach year? Aiea y 2S Gass ara es 

Q- and has since you have been appointed general 
manager? he Yos¢ 

q@:- YOu mentioned to my learned friend certain 
negotiations had taken place between your company and the 
Ineome Tax Department. Has it ever b3en intimated to you 
that because of the processing activities which your con- 
pany has carried on that you were excluded from the pro- 
visions of section 4 Coy A. Wo, I never heard that 
until I came to Ottawa yesterday. 

MR. PARKER: You should have steyed away. 

THE WITNESS: The question has never been raised. 

BY Ma. FRANCIS: 


Q. You are the only cooperative packing plant in can-~ 


@- And you do the processing vou have described nei 
your brief? Ae OS. 

Q- My learned friend, Mr. Fillmore, suggested to 
you. that the people had been very unfortunate who had put 
Up their money. ,Do you know why the farmers of these 
counties in Ontario put up this money? Why did they put 
money into this packing venture? A. It is a very heavy 


livestock production centre, 
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MR. FILLMORE: That may have been before yr. Morrison's 
time « 

THE WITNESS: It was before my time. 

BY MR. FRANCIS: 

2). Was it an investment or was it to provide pro- 
cessing facilities for themselves? A. It was to provide 
processing facilities. 

2- You mention in the second last paragraph on page 
three the advantages of rail grading. Who initiated the 
rail grading scheme in that district? A. We were the 
Pies bo Coneda oO GO 2%. In setting up the contract or 
agreement with members it was that they would be bought 
on the dressed weight basis. After a few years the 
Dominion Government took hold of it and made tests at 
another plant, but we really blazed the trail. 

Q. Is it accepted now by the industry, by producers, 
as a suitable method of grading? A. That 18 °Pi ent. 

MR. PARKER: Is that with weights fixed at the point 
of shipment? 

THE WITNESS: Instead of Selling live. 

MR. FRANCIS: Dead weight instead of live weight. 

BY MR. FRANCIS: 

Q- AS [Understand it rail prading is a technical 
term. That is taking the weights on the dead. carcass 
rather than on the live weight? A. Yes. 

Q*«, dm view of the practices that had crept in under 
she old system? Au’ Vee. 

Q- And your company initiated that scheme? Re VOCs, 

Q- And that is recognized by producers as an excel- 
tent thing for eee A. Yes. 

Q. tL have one other question. I refer you to page 


five, the end of the second last paragraph where it says: 


6259 ~5ALZ— Mr. Morrison 


"We, in common with all other eastern packers, at the 
request of Ottawe handled many carloads of western 
hogs at our-plant.' 
Loes that interfere with your position under 4 (p)? 
4. It would to some extent. 
BY MR. PARKGR: 
Q2- How is that handleé, on a commission basis? 
u. WoO, they are bought outright. 
BY MR. FRANCIS: 


4+ You took title when the hogs came from western 


Q- You process them and deal with them the same as 
with your own members! hogs? Mean Yess 
Q- But ic was non-member business? ha oss 
BY MR. BELLO: 
Q- Were these hogs included in your records for which 


you got a hig 


by 
op) 
‘Gis 
je) 
=) 
Ou 
pay) 
ny 
OO 

SY) 
a 


Yes, they would be, 


Qe  ReLerring TO fail grading, 1S that made compulsory 
by the Department of Aericulture? f&. Yes, it is. The 
only way the producer can get a grade at all is on the 
ue aie 

Qj» I think I heard the Winister of agriculture 
mention that, and Mr. Milliken called it to my attention. 
By the way, is there a eesiling on the price you can pay to 
farmers for hogs? ive. NOx 

Q- Some question arose about fruit yesterday. 

a. There is no ceiling on livestock. Tt is only when 
you sell it as processed meat. 

| Ul Page Six you refer to the plan you follow in 
your processing. What, in your opinion, hag been the 


effect of the plan you follow on the Prive of hoes 
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poultry and eggs in the district with which you are ac- 
quainted? A. We think we have had a very good steadying 
influence. We think we have improved the market and have 


been a steadying influence on our market for hogs particu- 


Q. How many members were present at your last annual 
meeting? A. Three hundred and oe GY 6 

Q- How much interest do your members take in your 
organization --~ in their organization? I beg your pardon, 

MR. PARKER: You almost Slipped there. 

MR. FRANCIS: I was trained in a different school. 


THE WITN! 


Cd 
U2 
Ud 


They are quite interested, very 
interested. 

MR. FRANCIS: I am under the same handicap 42s the wit 
ness. My early training was in the proLlit sehnoor : 

THE CHATRMAN: You may use the word "profit" yet. 

BY MR. FILLMORE: 

Q@. i have had the advantage of secing your statement. 
{ should like to ask you what your gross business was in 
L944? A. Sales? 

O, Yes. A. Sales were $2,871,995.69. 

Q- Can you tell me offhand what they were in 1940? 

THE CHAIRMAN: As far as I know we have not these 
statements. 

BY THE GHAIRMAN: 

Q- Have you prepared these statements Tor Ghe 
commission? he  YVOS. 

THE ASSOCIATE REGISTRAR: There was one Set of the 
financial Statements presented which is in the hands of 
our counsel. 

MR. FRANCIS: They were filed. 


THE CHaTRMaN: Perhaps you could give Mr. Fillmore 


ay OA ah 


> Pani 
eS, ae aes oa 
; 
; ee see a F ay sen Se Siz , 
‘ bs rT 7 
; F 0.0 4S AR " igeeae cn 
| : i ti vil . “al 
unt ! 
a = oi 
ysl yi << a lata YET Gen 
ve idee oa ’ 4 , ae 
i - : 


S61 ~5415~- Mr. Morrison 


that information, 
THE WITNESS In 1940 they were $1,640,289 sO 


ret 


Ha CHATRMAN: These statements will be put berore us 


MR. FRaNCIS: They will be filed for the last ten 
year period. 

TH CHalTRMAN: Is there anything further in this case? 

BY MR. ELLIOT?: 

%- 4&8 IT understand it you pay taxes on that propor- 
tion of your surplus that non-member business beers to 
your total business? Oe Theat as right. 

Q- Is that surplus gross or net of patro ge divi- 
dends? Do you count patronage dividends as an expense 
before computing that surplus? A. I believe that 
patronage dividends were not taken off. 

Q- It was surplus including what you later used as 
patronage dividends? A. I would like very much to have 
that statement verified by our auditors when L.@ebt back,- 
but it runs in my mind that is true. If that is incorrect 
i Can rop you 4 line 

BY MR. FILLMORE: 

Q. J did not understand they paid patronage dividends 
vO nNoh-members? A. No, to members. 

@. The profit on non-member business would go to 
members? 

MR. ELLIOTT: The witness answers they pay taxes on 
vhat proportion of surplus before patronege dividends 
have been deducted as far as he knows. fThat is Tien. is 
LG? 

THE WITNESS: ‘That is right. 

BY MR. ELLIOTT: 


Ge a) mote Jon page eight you say you paid patronage 


Ee ty 
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dividends in some years, and in the last two years in the 
worm of an additional increased price on members! live- 
stock. What is the difference in those two methods of 
procedure? Aa Order to pey ca patronage dividend you 
would wait until the end of the year to see how much sur- 
plus you had. 


= 


%~- In the last two years you paid the increased price 
initially? A. Yes. The income tax people -- and [ think 
Guice LL ent ly == pay mu Le suet. an Ordinary profit and logs 
statement. The other way we can operate at a loss if that 
should be our policy. We do Hob Want tO. 
BY MR. PARKER: 
Q- Is that where you got the idea to do it that way 


and you would be safe, from the Income Tax Department? 


&. Yes. 


q- There is one thing we did not get. when are these 
interim month to month payments of anticipated profits 
nade? You said by instalment but we did not find out when, 
by what instalment? A. lt is”set out in cur by-law No. 8 
how they shall be bead. 

J 25 Lee Month arcer delivery of the goods or two 
months after, how long after? ve & would be paid out 
next year. It is credited to them immediately. 

i+ But not. paid until after the end of the Vear? 

A. It is on loan from the member. 


BY THE CHAIRMAN: 


Q- Then this is an allocation at the beginning? 
oe Yes. 


Q- It is an allocation to them which is paid sub- 
sequently in the next year? He eeu! Le Pen. 


MR. FILLMORE: It is a loan. 
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BY THE CHAIRMAN: 
Q. It is first an allocation and then a Loan? 
A. It is an allocation to them; then.it is there and we 
pay it back according to our earnings in the next year, 
BYR Seon 
Q. But they cannot collect that LeOM Ouse) Vay 
individual cannot come to you and say *]J want this nowtte 
As NO. 
BY THE CHATRMAN;: 
Q- Is that covered in your by~laws? Ae Yes. 
Q- Have we copies of your by-laws? A. Yes. 
BY MR. VAUGHAN: 
%- in paying that increased price is that increased 
price 641d to Non-members as. well as members? Ass No», gust 
for members. 
Q. That is, the price would be different? De Yess 
The non-member would get the same initial price but ls 


would get no more after that. He would not get anything 


Q- I thought you had changed your system and were pay- 
ing a bigger price at the time of the receipt of the hogs. 
That is what I understood? Ae NO, we still operate on 
the same basis with that initial settlement. 

Q. I misunderstood that part of it. 

BY MR. ARNASON: 

Q- Has the percentage of your non-member business 
lone locally remained fairly constant? Be NO An is 
dropping each year and the percentags of member business 
is increasing each year. 

THE CHATRMAN: TS. yiew “ai 1? 

MR. PARKER: Thatvis all. 


THE CHAIRMAN: Then do you see any reason why we 
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Should meet earlier in the morning? 

MR. PARKER: I do not think so. We have OnLy. LOUr cot 
these presentations left, and I think the chances are exX- 
cellent that two or the organizations will not be here. 

THE CHATRMAN: Possibly we will finish tomorrow? 

MR. PARKER: I think we have a chance of finishing 
tomorrow except for the French one. We may have to meet 
for a short time on Friday morning to deal with that. 

THE CHATRMAN: The main thing is we do not have to 
meet at half past nine tomorrow morning? 

MR. PARKER: WNo. 

MR. FRANCIS: May I ask what case will be called in 
the moming? 

MR. PARKER: If you are ready we will take the Cana- 
dian Co-operative Wool Growers. 

THE CHAIRMAN: Is that your case? 


MR. FRANCIS: Yes. 


The Commission thereupon adjourned until 
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The Commission appointed to inquire into the 
present position of Co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 

in Ottawa, Ontario, on Thursday, April 12, 1945. 


PRESENT: 
The Hon. Mr. Justice ERROL M. McDOUGALL, Chairman. 
B. N. ARNASON 


G. A. ELLIOTT 


Commissioners 

J. M,.. NADEAU ) 

db. -d<« VAUGHAN 
Hugene T. Parker, K.C. Counsel. 
Major H.D.Woods ) Associate 
J.A.Chapdelaine  ) Registrars 
Colonel G,. W. Ross Executive Secretary 

APPEARANCES: 
We ©. Prancis, Group of Co-operative Associations 


W. H. Howard, K.C., Private Grain Interests 
We fs Cillmore, Kis, Frivate Grein Jimgeresu. 


R. H. Milliken, K.C., Saskatchewan Co-operatives 
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Qctawa; Ontario, 
Thursday, April 12, Lodo, 
The Commission resumed at 10 aeme 

MR. PARKER: Mr. Chairman, I propose to go on this 
morning with brief No. 22, the brief of the Canadian 
Co-operative Wool Growers Limited. Before we go on with 
that, though, may I say that Mr, W. J. LeClair, a Be re 
tative of the Canadian Lumbermen's Association, is present 
with a brief, which he is desirous of submitting as soon 
as possible, Perhaps Mr, LeClair would speak to the 
Commission. 

MR. LECLAIR: My Lord, I am appearing for the 
Canadian Lumbermen's Association. 

MR. PARKER: In what capacity? 

MR. LECLAIR: I am Secretary-Manager of the Canadian 
Lumbermen's Association, a national b ody of Canadian 
LuMepSrnen Operaving under federal charter. J have with 
me Mrs, D. Kemp Edwards and Mr. Colin Clarke, Directors of 
the Ontario Retail Lumber Dealers! Association, the 
largest association of retail lumbermen in Canada. Its 
name is not specifically mentioned in this brief, but the 
brief was prepared originally at the request of that 
Association. My Lord, we are not tax experts, lawyers, 
or anything like that--we are simply lumbermen--but the 
Canadian Lumbermen!s Association felt we ought to place on 
record an opinion on the subject of taxation, and there- 
fore we have prepared a short written brief. Li vou Wil 
please accept it we shall not take much time in reading it, 
and we are prepared to answer any questions that may be 
asked with regard to the taxation of lumbermen,. 


THE CHAIRMAN: This brief should not displace others 
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that are ready to be gone on with, 

MR. PARKER: That is quite correct, Mr, Chairman. 

THE CHAIRMAN: What do you suggest? 

MR. PARKER: I suggest that Mr. LeClair leave the 
brief with the Registrar, Then if there isi an opportunity 
to deal with it after all the other briefs that are in have 
been dealt with, I see no objection to having it presented 
and questions asked in the usual Ways But inasmuch as 
this is the first appearance of a representative of the 
Canadian Lumbermen's Association, we cannot disturb the 
right-of-way that other organizations have. 

THE CHAIRMAN: Your brief comes very late, Mr. 
LeClair, and you understand that you must await your turn. 

MR. LECLAIR: Lappreciate that, sir, We were not 
aware that the proceedings were drawing so near to a close, 

MR. PARKER: A notice has appeared in the public 
press since some time in January. Did you not see it? 

MR. LECLATR: I apologige, sir, bul 7 didryacat, 

MR. PARKER: Mr, Chairman, it may be possible to deal 
Witavbhis Drief later to-day, J would ask Mr, LeClair to 
file ten copies with the Registrar, | 

We are ready to proceed with the brief of the 
Canadian Co-operative Wool Growers Limited. 

MR.. FRANCIS: Mr. Chairman and Commissioners, I am 
appearing for the Canadian Co-operative Wool Growers 
Limited, First of ali I should like to have two or 
three minor corrections made in the brief, if I may, 

On page 1, in the second line,the words “unique as" 
should be deleted. On the same page, in the third 
last line from the bottom, the word "almost" should be 


inserted before ‘the word "all", On page 5, in the 
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first sentence of the paragraph headed "Present position 
as to taxation", all the words after "Income War Tax Act" 
to the end of the sentence Should be deleted, and the 
Tollowing inserted: "and referred to in socbLon 7 tay or 
the Excess Profits Tax Act." Then on page 6, in the 
second line, after the word "recommendations" the following 
should be inserted: "(a), (bd) ana Cay We 

As to the Ontario Co-operative Union's recommendation 
(a), which refers to credit unions, I should like to have 
it on record that the Canadian Co-operative Wool Growers 


Limited do not oppose that recommendation; they simply do 


not make any specific reference to LG s 


General Manager, 
Canadian Co-operative Wool 
Growers Limited, 
having been duly sworn 
testified as foliows: 
DY Mh. (HRANCES:s 
Q. Mr. O'Brien, I understand that you are the 
General Manager of the Canadian Co-operative Wool Growers 
Limited. eich AN s 
Q@. And that you have held that position for about 
twenty-five years? AG) LOSs 
Q. And that the brief which you are now about to read 
or the submission that you are about to make has been 
approved by the members of the Board, and that you are 
authorized to present it? A, Correct, 
Q. Will you proceed, Mr. O'Brien, to read the brier? 


Ae Mr, Chairman, this is the brief of the Canadian 


Co-operative Wool Growers Limited: 
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"INTRODUCTION 

ie The Canadian Co-operative Wool Growers Limited, as a 
marketing co-operative, is a Dominion-wide organization. 
Operating in all provinces of Canada, it has substituted 
orderly marketing of wool for the chaotic conditions that 
existed previous to the first world wer. AG that time the 
wool was sold mostly to buyers who travelled throughout 
the country or to local dealers who had neither the 
facilities nor the ability to grade the wool, The 
inevitable result was low prices, and, as steted im a 
Department of Agriculture pamphlet issued at the time, 

careless preparation, the inclusion of dirt and much other 
extraneous material, which increased the cost of 
IA RULECTUP OC gia ais e400 4 0 
2a ORGANIZATION 

Dissatisfaction with the prevailing conditions in the 

marketing of wool prompted the Dominion Department of 
Agriculture and many of the Provincial Departments of 
Agriculture to attempt to bring about improvements in the 
quality of the wool marketed and of the returns to the wool 
erowors, At the instigation of the Commissioner and OftLeers 
of the Live Stock Branch of the Dominion Department of 
Agriculture, a general conference of Dominion Sheen Raisers 
was held on February 5, 1918, at the Dominion Government 
Wool Warehouse, 128 Simcoe Street, Toronto. The people 
attending the conference were sheep breeders and wool 
erowers Lrom.all the provinees of Canada, “anarattor ss 
four-day conference the organization of the Canadian 
Co-operative Wool Growers Limited was authorized. The 
conference adopted tentative draft by-laws and authorized 


an application for Letters Patent under the Dominion 
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Companies Act, incorporating a company to be known under 
the name of '!Canadian Coroperative Wool Growers, Limited.! 

The Letters Patent provide for an authorized capital 
of $200,000 divided into 20,000 shares of $10 each. Of 
this sum approximately $120,000 has been issued and almost 
all of this stock is held by wool growers, sheep breeders 
and wool growers associations. A limit is placed on the 
number of shares that may be held by any one shareholder, 

Interest on shares is limited by the Letters Patent 
to 8%, and the usual rate paid varies between 4% and 6%. 
The control of ‘the Co-operative is vested in a board of 
fifteen directors elected by the shareholders by delegate 
voting so that there is at least one director from every 
province having a shareholder, Each shareholder has but 
one vote regardloss of the number of shares held, 

The head office of the Co-operative is Located at 
Toronto, and it has branches at Lennoxville, Quebec, and 
Regina, Saskatchewan, and grading warehouses at Weston, 
Ontario, Carleton Place, Ontario, Lennoxville, Quebec, 
Antigonish, Nova Scotia and Truro, Nova Scotir. The 
branches and warehouses function as assembling and grading 
stations for wool supplied to them direct from the growers 
or from growers! associations which have been established, 
where practical, throughout the country to operate as 
depots for growers in their area. Through this process 
more than 20,000 wool growers now market their wool through 
the Co-operative. It is the growers! own selling agency 
handling their wool on a strictly co-operative basis. 

The affiliated associations differ considerably in 
character, size oot function, and are independent of the 


central organization. Generally they are associations 
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without share capital incorporated under the provincial 
Agriculture Associations Acts, Their expenses are covered 
by a small poundage charge against the wool collected and 
by earnings derived by the sale of supplies to members, 

Oe BUSINESS METHODS AND OPERATIONS 

The Canadian Co-operative Wool Growers Limited in 
assembling the Clip, have kept in mind two factors which 
are important. First, that part of “the avoor must move 
eastwards, either to home or foreign markets, and, secondly, 
that there are differences in the quality of the wool in 
various parts of the Dominion. In placing the branches 
or the assembly depots, the object has been to reduce 
transport costs and to facilitate the task of grading, by 
providing separate assembly points for areas where the 
wool falls into the same category. 

The affiliated associations are responsible for dis- 
patching the wool in carload lots to the Srading depots, or 
other points within Canada, specified by the Co-operative, 
The essential function of the Canadian Co-operative Wool 
Growers Limited is to grade and sell the wool with a view 
to securing maximum rates to the suppliers. 

The Canadian Cooperative Wool Growers, Limited, since 
its incorporation, has taken pains to develop the English 
market for wool, and is now well and definitely established 
in the British wool trade, Since the beginning of “the 
present war the Co-operative has exercised much influence 
on the production of Wool for Victory and some of its 
officers now serve on the board of the Governnient-owned 
company named the Canadian Wool Board Limited, 

4, METHOD OF FINANCING 


The bulk of the wool is received by the Co-operative 
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during the months of May, June and July in each year, and 
in order to finance the huge quantity of wool. passing 
through the warehouses in any ONG Voare ues necessary to 
obtain seasonal bank loans which usually are more than 
$500,000 each year. The growers and the affiliated 
associations are paid a cash advance upon delivery of the 
wool to the warehouses, which advance is usually about 
two-thirds of the estimated value of the wool, The 
Co-operative does not obtain title to the wool ate handles 
it merely as the agent of the growers,and the cash advance 
is 9. payment on account of the price the growers will 
ultimately receive, The wool is then graded, stored and 
sold. When a minimum of 80% in any particular type has 
been disposed of the Co-operative remits to the growers 
who have supplies that particular type of wool a final 
payment for the wool supplied by them on the assumption 
tiet the remaining 20% will yield on sclling Jt the 
average price obtained for the 80% that has been sold. 
The Co-operative absorbs any loss that results should the 
‘20% not yield the average price for what has been previously 
sold, and similarly, should this 20% yicld more than the 
average price, the difference will show as a surplus at 
the year end. In making the final payment to the growers, 
the Co-operative deducts from the selling price its 
estimated charges for handling the wool. (These rates are 
now fixed by Canadian Wool Board Limited for duration of 
the War and one clip year thereafter.) 

Out of such income the Co-operative pays Sil tae 
usual operating costs and distributes the net income after 
the deduction of such costs in accordance with the pro- 


visions of the Letters Patent, supplementary Letters Patent 
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and its by-laws, These provide that the directors may so 
conduct the affairs of the company as to provide, if 
possible, for an annual dividend up to 8% on the paid-up 
capital of the Co-operative, and that the directors may 
set aside from year to year such reserve funds as they may 
deem necessary in the interests of the companye In prac- 
tice, after payment of the dividend, which has usually 
been at the bank loan rates, the remainder of the net 
earnings are divided at the discretion of the directors 
between three different reserve accounts, each kept for a 
specific purpose, 

The "Contingency Reserve" which at present amounts to 
$199,230.86, is a fund set aside to protect the Co-operative 
against any loss that may result from the orice “of wool 
falling below the original cash advance made to the growers, 
The price of wool is determined largely by foreign markets 
and fluctuates to such an extent that the wool handled ish 
the company may decrease in value as much as $250,000 in 
the space of about a month, On two occasions the price 
has fallen below the amount of the cash advance to the 
SPOWELS » On the first of these occasions the Co-operative 
had to ask the growers to refund part of the cash advance $3 
on the other occasion, it made up the deficiency by trans- 
ferring money from other accounts and showed a substantial 
loss for the year, To guard against this happening in 
the future, the Contingency Reserve has been set up, and 
it is the intention of the directors to keep this reserve 
at its present figure without making any further odditions 
to 1t unless a loss is suffered which depletes the reserve, 
The by-laws provide that this reserve is the property of 


the Co-operative but also provide that on any winding up 
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of the Co-operative the Contingency Reserve, after any 
losses on growers! cash advances or wool sales, shall be 
distributed among the patrons of the Co-operative doing 
business with it during the last year in which it carries 
on business, and that such distribution is to be made in 
proportion to the volume of business done in such year, 

The *'General Reserve,! which amounts to $119,120, is, 
as its name implies, a genoral reserve similar to that 
carried by ordinary commercial companies to protect the 
Co-operative against unforeseen losses in the selling of 
the product, including losses on bad or doubtful accounts. 

In addition to these two reserves the Co-operative 
carries a 'Growers! Reserve! account, to which is credited 
gach year a portion of the Operating surplus, and this 
anount is allocated to the patrons of the Co-operative on 
the basis of the quantity and grade of wool delivered to 
it. The amounts credited in this account to growers! 
associations are paid out in the year in which they are 
credited, while the amounts credited to individual 
growers are retained until they are equivalent to 1¢ a lb, 
on the wool delivered to the Co-operative when they are 
remitted to the growers, 
Ds PRESENT POSITION AS TO TAXATION 

The Coeoperative has not since 1930 paid any income 
taxes or excess profits taxes as it comes within the 
exemption contained in section 4 (p) of the Income War 
Tax Act and referred to in section 7 (a) of the Excess 
Erorits, Tax Act, The company's suditors are) the web. 
known firm of Clarkson, Gordon, Dilworth and Nash, and 
under date of een 20, 1931, they advised the Co-operative 


as follows:- 
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TAs at 28th February, 1930, a Reserve of 
$5,030,34 had been set up to cover Dominion income 
taxes, expected to have been paid by your Company 
for the fiscal years ending 28th February, 1929, and 
e8th February, 1930, but amendments to the Income 
War Tax Act, passed by the Dominion Government in May, 
1950, relieved your Company from payment of income 
vaxes from and after the 28th February, 1928, ‘The 
Reserve of $3,034.34, which appeared in your Balance 
Sheet of 28th February, 1930, is accordingly no longer 
required to pay Dominion income taxes, and the amount 
thereof has been transferred to the "Reserve for 
Doubtful Accounts Receivable." The 1930 amendments to 
the Income War Tax Act provide substantially that the 
income of farmers, live stock men, and other like 
co-operative companies and associations organized and 
operated on a co-operative basis, are exempted from 
payment of income tax,. provided: the value of the 
produce marketed for non-members of the company or 
association, does not exceed 20 per cent of the value 
of the produce marketed for members or shareholders, ' 

RECOMMENDATIONS 


The Canadian Co-operative Wool Growers Limited concurs 


in the recommendations (a), (bv) and (c) made to this 


Commission by the Ontario Co-operative Union, and submits 


more specifically that as it merely is the agent of its 


members in marketing their produce, and it does such 


marketing on a strict agency basis, the receipts from the 


sales of its produce do not constitute income in its hands. 


All of which is respectfully submitted." 
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BY MR, PARKER: 

Q. Mr. O'Brien, it is very gratifying to me to have 
a Nova Scotian in the witness box. A. Fair enough. 

Q- I think that we might have a short discussion of 
this document that you have just read. First, I would 
just like you to refer again to the membership of the 
company. I understand it has one type of members who 
are individual growers, or are the members all local 
associations? A, There are certain sections of Canada 
where there are no affiliated associations, as we call them. 
In Onterio that is true, and in New Brunswick that is truco. 
There the individual growers ship their wool directly to the 
Canadian Co-operative. The same is true in Nova Scotia, 
ii fall other parts of Canada they ship through a local 
association, which association in turn ships to us, 

Q. Approximately how manv of what we may call 
individual members has the association? A. At the 
moment about twelve thousand, 

Q. How many association members have you, roughly? 

A. Ten or twelve. 

Q. Do all the individual members cach hold at least 
one share of the company? A, . No. 

Q. On what basis do they become members? What 
qualifies an individual to be a member of your association? 
A. The fact that they ship us their wool, 

Q, They are not required to buy a share? A. No« 

Q, They are not required to sign any formal 
application to become a member? A. Not now, no. 

Q. Has that been so for some time? A. At one 
time we did put in a contract. The purpose of the 


eontract was not to keep the grower in, but rather to 
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keep our company in periods of a low wool market from being 
flooded with wool that ordinarily did not come to us, 

Q. It was a contract designed to limit your member. 
Ship rather than to increase it? A, Yes, 

Q@- And that has been abandoned in eecent years? 

A. Yes. 

Q- Approximately at what time did you abandon that 
practice? A. The contract was a five-year contract, 
made somewhere about 1930, when wool prices dropped, and 
when the five years were up no more attention was paid to 
Lt. 

Q. It just died? A. Yes, 

Q. Do I understand that at the present time none 
of the twelve thousand individual members have a share? 
A. Oh, yes, some of them have, but a very small number, 
I might add right here that we can offer no inducement to 
any shipper to become a shareholder: there 1S ho advantage 
LE, 

Q. Aman who has a share gets no better treatment 
from the company than a man who has no share? Ae That 
iS, cCOrrect. 


Q. And is that true when you come to the distribution 
of patronage dividends, if you have that kind of thing? 
A, It is the shippers of wool who benefit. The share- 
holders have no advantage. 

Q- You make no distinction between a shareholder 
and a non~shareholder? In other words, you make no 
distinction between 2 member of your company and a non. 
member? a. hay ts rience. 

Q. Has that alweys been so? Lo woot 

Q. On that point I draw your attention to the last 


eee Of your brier, to the Letter from your sudipored 
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which you quote. 

MR. VAUGHAN: When you say there is no distinction, 
you mean apert from the dividends? A shareholder gets 
interest? 

MR. PARKER: Oh, yes, that is COrrect. 

BY MR. PARKER: 

Q. On page 5 of your brief you quote a letter from 
your auditors, in which they say: 

"The 1930. amendments so the Income War Tax Act provide 
substantially that the income of farmers, live stock 
men, and other like co-operative companies and 
associations organized and operated on a co-operative 
basis, are exempted from payment of income tax, 
provided: the value of the produce marketed for non-~ 
members of the company or association, does not exceed 
20. per cent of the value of the produce marketed for 
members or shareholders." 

TOu.ere femiliar with thet? Ae Yes, 

Q. I do not understand how your company can qualify 
under that proviso, Do I understand thet’ less than 20 
per cent of your wool comes from those twelve thousand 


members end 80 per cent or more from members who hold 


a) 


shares As No. The twelve thousand shippers are 


members with us, 

Q- They are members merely in the sense that you 
handle their wool? They are not members in any other 
sense? A, Yes, 

Q- What other qualification do they have, except 
that they deliver their wool to you? T might explain 
to you that we have had this question of membership 
before the Commission many times, in numerous instances 


every one of the central organization’s mombers ,whether 
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an individual or an asscoclation;has had to go through the 
formality of applyine ror membership and paying a fee or 
buying a share of stock or something of that kind; but 
there are other organizations which have no such formality, 
anc which make no distinction between 4 member and a non- 
member. A, It has been the policy through the twenty- 
seven years that each man who ships his wool to the 
Canadian Co-operative is a member of the Canadian Co- 
Operative; and that has been established throughout the 
Departments of Agriculture and the Agriculturaal Colleges. 
You wil) find that is current from coast to coast. 

BY ME. SEELLOTL: 

Q- Do all who ship to you have the right to vote on 
the eleetion of your officers? A. No, The major 
wool growing section now is in Western Canada, and all the 
associations are shareholders with us. That also is true 
of the Ontario sheep breeders. I would hesitate to say 
definitely, but I would think that if we included the 
association shareholders they would come practically 
within the 80 per cent, 

BY MR. ARNASON: 


Qe Do your shippers sign any application forms? 


A. Yes, for marketing their wool. They simply say, 
ei®intend tLonship ms wool to you, * It is a wool sale 


application form. 

®. Buy that does not give them the right to vote? 
A, No, except through their associations, iUehs 
associations in every provinee shipping us wool are shares 
holders of the Cenadian Co-.operative, including the 


Onvario Sheep Breeders! Association. The reason the 


Ontario Sheep Breeders’ Association do not assemble wool, 
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eas the Southern Alberta Sheep Breeders do, is that our 


0) 


organization is situated right in the ecntre of Ontario, 
ai Carleton Place and Weston, and there Is no) pert. culer 
object in the Sheep Breederst Association setting up a 
duplicate organization, They are substantial sharcholders, 
to the extent of $5,000. 
BY THE CHATRMAN: 
Q@- You regard as a member anyone who ships wool to 
you? Be Yes, 
BY MR. ARNASON: 
Q Has that been the policy since 1918? he Yes, 
AS indicated in the brief, we took over from the Dominion 
Government Wool Warchouse in February, 1918, to which 
warchouse every wool grower was entitled to Ship his wool, 
if he wanted to, on a graded basis, 
BY MR. PARKER: 
Q. You say that the association members are all 
shareholders? Aa YOS, 
Q. In varying amounts, I suppose? A. Yes, 
Q. Is the number of the shares they hold regulated 
etepLOcortion to the quantity of wool they ship, or to the 


capital they have in the local association, or on what 


basis? 4, Usually they are purchased on a poundage 
basis. Apart from the time the company was started, the 


additions to the shares have chiefly been at some small 
fractional rate per pound, 

Q Their shareholdings are increasing as the years 
go by? se YOS, 

Qa “By reason of this fraction of a cent of hola. 
beck, is that so? iia LeSs 
Q- et me come back to the individual wool growers, 


Does the Canedian Co-operative buy the wool when it comes 
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ony) Or what is the relationship between the central 
organization and the individual member? ee Leto 
handled on a consignment basis. 

Q@. Is there any kind of contract or letter exchanged 
between you to show that? Where are the terms on which 
the wool is received and handled to be found? Where do 
we look for them? A. Ordinarily we send a wool sale 
application to these people, but in many instances they 
Wist Up end ship the wool, 

Q. Have you got a sample of the so-called applica- 
tion? Ao NO") L Gir sorry. 

QO, What is it, .in @ word? A. This wool sale 
application says, "lL agree to ship my 1945 clip to the 
Canadian Co-operative wool growers, and I will require 
certain supplies, which please ship to me." That is 
the gist of it. 

Q. May I put it this way: the application is a sort 
of double-barrelled affair, which says that the member will 
ship his wool to the Canadian Co-operative, and specifies 
certain supplies that the Co-operative is to send to him; 
and the accounts for these two transactions are to be 
adjusted by you? Is that a fair way of putting it? 
ie LOS, Also in normal times the member says, "I 
request a cash advance against my wool" or "I do not 
request a cash advance,” as the case may be. 

BY THE CHATRMAN;: 

9. When is that cash advance made? A. In the case 
of individuels as soon as their wool arrives at the grading 
warehouse and is graded. In the case of the associations 
who are shipping *carioad lots, the cash advance is made at 
the point of shipment, and then the wool comes in and is 


graded, because if we waited until it was graded it would 
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sometimes be fall before she men would get a cash advancs. 
BY MR, PARKER: 
® Is there a similer letter or application comes 
from the association, or is there a regular form? 
4. At the same time that this individue? contract was put 
in, there was a contract put in with the associations, 
Q. And that to all intents and purposes, I assume, 
is still in effect. Have you a copy of that? Ao Nog 
Q- Could you Suppi,y the Commission with a copy? 
A. Yes, 
Q Possibly you could also get a copy of those old 
individual avplications¢ He Tak ox 
Q. I ask for that because perhaps it £6 a little 
irregular for you to be attempting to state the substance 
Of written documents. 
BY THE CHATRMAN: 


Q. Whet form of acknowledgment does the grower get 


ww 


to the order that he places with you? Do you write him 
in reply, or is there a printed form? A. If he does 


not order any supplies we do not say anything, but if he 
orders any supplies we send them out and a posteard is 
‘mailed to the grower saying what supplies are £oOIne out. 
And on arrival of his wool a formal acknowledgment of 
arrival is sent out saying "Your wool arrived to-day and 
will be graded ag quickly as possible", because all the 
wool cannot be graded at once. 
BY MR. PARKER: 

2. This may be a legal question or a quasi legal 
question that I am about to ask you, with regard to the 
System between the company and its individual members,on_ 


one hand, end its association members on the Other hand, 
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Does the Canadian Co-operative buy any wool from its 
association members or from its individual members? 
A. No, | 

Q. Does it sell those members any supplies? A. Yes. 

Q. On what terms does it sell supplies to its 
members? A, Both on credit against wool Feceipus, and 
for cash: 

Q- So there will be no misunderstanding between you 
and me about this, let us make it clear, You really mean 
that you sell supplies? You do not deliver them on a 
consignment basis or on any basis other than that of a 
straight sale? A. “That Is: correct, but as in evervtmine 
else there are some exceptions, In the case of certain 
associations in Western Canada who have no funds--they are 
organized under the Agricultural Societies Act--we mignt 
send them up to $1,000 worth of supplies on consignment 
for their members. 

Q- But as a rule you sell outrieht? AS iLes. 

Qe Ab ea Pixed price? Ae YeS. 

Q. Either on cash or on credit, I suppose, depending 
upon the member's credit status? Ay Theat is correct. 

Q. in the keeping of your accounts do you keep 
Separate accounts for the supplies that you deliver or sell 
to your members and for the wool that you recsive from them 
and dispose of, or is the whole thing all put together and 
@ balance sheet produced for the company’s entire operations? 
A. I should say there was a reasonably clear separation 
between the sale of supplies and the other branch, 

Q. That is, you could go to your books ab any time 
in any year and calculate with accuracy whether you had 


operated the supply branch profitably or otherwise? 
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A. That is right, 

Q- As a rule has that bEaneH been operated at a 
Prot isu? fie CN OS 7 85.4 very small one, 

Q. I am not particularly interested in the size of 
LGe The point is that in go far as tho supplies are 
concerned you are carrying on an ordinary commercial 
business, as if you had an ordinary joint stock company, 
modified as you have Stated, and you carry iP vonswa Gila 
view to making a prota t? Ae Not with regard to supplies, 
NO, We attempt to distribute these Supplies at cost, 

BY THE CHAIRMAN: 

Q- You do not actually distribute them at cost, do 
you? A, We try to come out on the right side, 
naturally. 

BY MR. PARKER: 

Qx Your fixed intention is to have @ profit, even 
though it be small? Ae No, Our fixed intention when 
we took over was to distribute ae line of stock and 
Supplies to the sheep breeders of Canada that would 
do a job, and to that end we took over the agency of an 
English firm, Cooper, McDougell and Robertson, distributors 
of these supplies to Sheep breeders all over the world, 
We took over that agency so that the sheev breeders of 
this country would cet efficient products thet would do 
a4 Jjob¢ 


0 


we 


At any rate, this can be said about your system 
of operation, can it not, that at the end of the year if 
you have made a profit on this supplies branch, smell 
though that profit may be. you do not pay that back to 


the trade, you do not treat it as a discount or as. a 


rebate to which the trade is entitled? A, The proc it 
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on these supplies? 

Q Yes, You keep it? As Yes, 

Q. You do not pay it back to the sheep breeders? 
A, No, 

BY MR. ELLIOTT: 

Q- Do most of the shippers buy their supplies from 
you or do some of them buy elsewhere? A. They most of 
them buy either through the associations or through the 
trade centres. In some cases in smaller communities 
these goods will be distributed by the trade. 

Q. So there is no necessary correspondence between 
the size of an individual's shipment of wool to you and the 
quantity of supplies he buys from you? Ae Not 
necessarily. 

Q. Is that generally true? As Well, one of our 
main sale products is ea dip, a powder dip for curing ticks 
and controlling mange, and of course the larger the ranch 
the greater the quantity of dip that will be required, aA 
case of dip is good for only so many sheep, and the more 
sheep a rancher has the more dip he buys. 

BY MR. VAUGHAN: 

Q. Do I understand that these supplies go only to your 
own members? You would not send them to anybody who might 
write in? A. They go only to our own members except in 
districts where there is very little sheep ranching, and 
there we distribute the supplies through the ordinary trade, 
for example, there is a firm in Guelph, Ontario, that we 
send our supplies through, 

Q. Does that obtain to any large extent? Ae No* 
the major ees is to the ordinary shipper. 


Q@. What would be the percentage? Ae I would not 
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know, Mr, Vaughan, the percentage on that, Either wisely 
or unwisely, some years ago we decided to distribute in 
that way as well &as directly to our members, If you know 
your Ontario farmer and your Quebec farmer, you know that 
when he decides to dip his sheep he will not write a poste 
card to order the di. He wants to Boo 10 riche away, 
altioidr he can get it at a local Store he will go there for 
it; but we found that if he cannot get his dip in that way 
he will not dip his sheep. 

Q. Are you in any way obligated by the Government to 
provide these Supplies to anybody who wants them? As No, 

BY MR. PARKER: 

Q» Deliveries of these Supplies in which you deal are 
not restricted to your member associations and to the 
twelve thousand individuals who send you wool? You will 
sell them to the small country storekeeper, if he ig in 
need of them, and to the individual farmer, if he needs 
them, whether he sends you his wool or not? A. That 
iS) Rieht. But inasmuch as we handle some 64 to 65 per 
cent of the wool lip, lt ie se fein assumption that by far 
the major proportion of the sheep supplies that we dis- 
tribute in that way must go back to these people who ship 
BO US. 

BY MR. NADEAU: 

Q. When you sell to the general trade, do you sell 
at cost? A. Yes, we consider it cost; that is, our 
cost plus 10 or 15 per cent, which is the cost of handling, 

Qs Do you manufacture any supplies at all? As No, 

Q@- When you act as agents for a manufacturer of 
Supplies or an agency, on what terms do you pay those. 


people? As In the case of the firm I have naned, 
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Cooper, McDougall and Robertson, we took the agency for 
Canada for their products, and they supply them at prices 
which we agree to pay for them; and at times they have 
agreed to spend some money to advertise their products-—-— 
thet was before the war. Other than that, there are no 
general terms. 

Q- Do you make a profit out of that trade with the 
manufacturers for whom you are agents? A. Do we make 
money for the manufacturer or for us? 

Q. For your association. digs “NG. We attempt to 
distribute these goods as near to cost as we can get. 

Teva StrLbution of supplies is not a part of our business, 
other than as a service. We are in the wool marketing 
business, 

BY Mi. BLLIOT?: 

Q. Do you sell to the ordinary trade on the same 
terms as you sell to your association members? A, Yes. 

BY THE CHATRMAN: 

Q. How wide is your distribution through the ordinary 
country store? iny storekeeper who wants supplies that 
you handle may get them from you, is thet rignt? A, No, 
We limit deliveries to the sections where the sheep 
industry is, and usually to a certain store in the district, 
a store that will cover the district and to which we can 
refer people who want to get these goods. 

BY MR. ARNASON: 

Q- Do you make it a practice to sell supplies through 
stores in districts where you have affiliated associations? 
4. No. By and large, the associations buy the Supplies, 
because they have close contact with the individual 


shippers, I meen associations like the Southern 
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saskatchewan Wool Growers, at Maple Creek, the Southern 
Alberta Sheep Breeders Limited, at Lethbridge, the 

British Columbia Sheep Breeders! Association, at Kemloops, 
end the Alberta Live Stock association at Calgary and 
Edmonton, They have contact with the ranchers and shippers. 

Q. The distribution through ordinary trade channels 
is therefore for the benefit of your shippers who are not 
organized into associations? A. That is correct, 

BY MR. VAUGHAN: 

Q. Mr. O'Brien, you think that eventually those 
Supplies get to your Shippers, do you? Ae Yes, 

Q. Largely? A. Yes, 

BY MR. PAKER: 

Q. Mr, OtBrien, will you turn to the bottom of 

page 3 and the top of page 4 of your brief? When 

80 per cent of the wool is sold you make a partial 
settlement on what basis? As We make a full settlement 
then, We first make a cash advance when the wool is 
received, and when 80 per cent is disposed of we make what 
we consider a full payment. 

QM There has to be a final payment after that? 

4. There is no final payment. There may bea small dis. 
tribution at the end, a fractional distribution, because 
we come fairly close. 

%. You deduct for the services of the Canadian 
Co-operative Wool Growers Limited certain fees with the 
idea of merely defraying the out-of-pocket expenses and 
having PaCS mer ecin Of prot. t:torasic company? a 
would call it a margin of safety, 

Q. That is what you would call it? A. Yes. 

Q. I would suggest to you that it would be more 
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eppropriate if you called ita smal mergin of profit, 
Would you agree with that? Be. No, i would not. 

Qs Call it a Margin of Safety, then, We will 
assume that you have a margin, whether it is a margin of 
profit or a margin of Safety. At any rate, it is a 
margin, and it represents good money, does it not? Whose 
money is that? Does it belong to the association OF sO 
the members? 4. The members, We are acting as agents 
for the members, 

Q. When do they get it, and how? Ae 1 donot 
quite understand you. 

Q.- When do they get this margin? IY At ethers 
money, when do they get hold of it, and how? A, There 
are certain rebates made to them at tne end of the year. 

9. What are those rebates? A: Out of any surplus 
that there is at tne end of the year they may vote a 
GUuarher or 4 cent «4 pound or a tenth of a cent a pounds 
It is bound to be small. 

Q. I am not interested in the size. There is a 
margin of safety, as you call it--we will leave out the 
"safety" and call it Simply a margin. The margin is in 
your possession, but you sey it belongs to the members 
and not to the Canadian Co-operative Wool Growers Limited, 
I want you to explain how, when and through what means the 
members get that margin, if they ever eset at. Ae “Part 
of it they get on the rebate at the end of the year, 

Q. Rebate on what? 4 On the quantity of wool 
they ship. Last year they got a quarter of a cent a 


t has been varying 


He 


pound, for example. In years gone by 
amounts, for twenty-~odd years, 
Q. That applies to the essociation members as well as 
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to the individuals? A. Yes, 
BY THE CHAIRMAN: 

Q. After you pay interest to your shareholders and 
pay the expenses of lianagement, you have available a 
rebate or fractional dividend to the woo2 grower who has 
dealt with you that year? A. Yes, 

@ is there anythine left beyond that? A. Yes, we 
deduct the necessary reserves, 

Q. That is where your reserves come from, the 
difference between those combined amounts and your total 
Margin of safety, as you call it. 

BY MR. PARKER: 

Q. We are getting pretty near to the question of 
reserves, so let us go right into it, After having 
disposed of this wool and paid for it in part, as you have 
indicated, you still have in your possession substantial 
sums, out of which you deduct your own costs and disburseu 
ments, Then you set asidc, I understand, three types of 
reserves out of that money? Ae Les 

Q The first one is what? A. The Contingency 
Reserve, 


Qe dust what is that for and on what basis is it 


calculated? How much do you set aside annuelly for 
that Contingency Reserve? That reserve which you now 
hold amounts to what? A. $199,000, 


Q@. Which you consider adequate for the present 


business? pee Yes, 


Q. And for working capital vou have what you received 


from the sale of shares? Ay Yes, 120,000, 


@. These two amounts total $320,000. The next 


wv 


reserve is what? A, The General Reserve, 
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Qe Wheat is that for? A. As described in the 
beter, it is similar to a general reserve carried by 
ordinary commercial companies, 

Q. What is the fundamental difference between the 
General Reserve and Contingency Reserve? As The 
Contingency Reserve was first known es the Growerst 
Contingency Reserve, 

Qe What does thet mean? ae That meant that it 
belonged to the rowers, but was unallocated. 

Q Does it still mean that? As Thateis exactly 
what it means, On the suggestion of our auditors the 
name of that Growers’? Contingency Reserve was changed a 
year ago to Contingency Reserve, 

Q. It used to be carried on your book «es Growers i 
Contingency Reserve? A. Yes. We also had : Growers! 
Rebate Reserve, and it was confusing, 

Q. Let us find out whose money thet $1.99, 000 Loe aS 
it the Cenadian Co-operative Wool Growers! money or the 
members' money? i\s It is the members! money, 

Q. On what terms can they get it, and in whet propor- 
tions do they shere it? If a member comes in and says, 
"T want my share of that $.99,000".-I don't care whether it 
is only two cents--on what terms does he get it? A. In 
theory he is entitled to it, but in fact he cannot ceolwt, 
it is impossible, 

@- In theory he is entitled to it, but in fact he 
cannot get it, it is impossible, 

Qe imn-tneory he is entitded to iV cbut eipefant he 
Pe Toe? That is the situation? Ay Yes, 

Q In eee it is the members‘ money, but in fact 


it is the Canadian CO-Ooperative Wool Growers? money? 


4. No, it is the members? money . 
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Q. You mean if the company is wound uz or 
Liquideted? As We do not always operate on this margin, 
There are years when the margin is minus. Without going 
back too Lee Tecall that in 1937 on our cash advances 
alone we wound up with some $140,000 to 150,000 short, 

Qe You dipped into this Contingency Reserve then to 
make it up? ie © Yes" That is what a Contingency 
Reserve igs Lor, 

Q. But regardless of Whether it grows or shrinks, 
while it Stands there [ want to know who is the owner of 
Ite Waose is it at any given time? A. It is the 
memberst, 

%. But it is there, as [ understand you, to be used 
if oecasion requires in years when you have a4 loss? 

Ae Yes, 

ie SANG it is always there to their credit? He VVYeos 

Q. And on winding up of the Co-operative Contingency 
Reserve would be distributed? A. Yes, 

Q Suppose the company wound up and went out of 
business to-morrow, on what basis would this $199,000 be 
divided? dA, It would be divided on a pro rata basis, 
according to the pounds of wool Shipped in 1944, 

Q. Divided among all shippers? As Yea, 

Q- Whether they held a share in the company or not? 
Ae Yes, 

@- No distinction woulda be made? Ae That is Tight. 

Q@ All shippers during the last year in which the 
Co-operative carried On business? A, That is right. 

Q; Notwithstanding that hundreds and thousands of 
Shippers may have contributed tc that fund in previous 


years, they would no. s*ere in i+ if it so happenea that 
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they did not ship in 19449? He That 19° right. 

Q% Now let us come to the Goneral Reserve. 
At the present time that stands at roughly how much? 
2 ewmees Sena cay sai og RE $115,000, 

Q. What is that fund used for, and whose is it? 
Just tell us the whole svuory. Tell us how you built it 
up, whether from hold-backs and what not, and what it is 
Wsen ror. A. In the brief we say it is ta general 
reserve Similar to that carried by ordinary commercial 
companies to protect the Co-operative against unforeseen 
losses in the selling of the product, including losses on 
bad or doubtful accounts." 

Q. Whose money is that? Is it the members’ or the 
company's money? A. That, Mr. Parker, I cannot answer. 
I can only give you the theory and the belief and the 
policy of our organization. According to that belief and 
in my Opinion it is the property of the members, and that 
each shareholder is only interested in the $10 investment 
that he has. The rate of interest paid on that invest-— 
ment for years has been the same rate as we have paid to 
the Bank of Montreal on our loan in the summer, The 
price of the shares, irrespective of the reserve has always 
been $10. It was $10 in 1918, when we were organized, and 
any man who is a sheep breeder to-day can buy a share at the 
same price, Our general Conception 1s) thet ee oie 
Canadian Co-operative Wool Growers Limited were wound up, 
after each shareholder was reimbursed the $10 the rest 
would belong to the shippers, and the only practical way 
of distributing it would be to the last season's shippers. 

Qe You are pretty familiar with the way a general 


reserve is set up in an ordinary joint stock company? 
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Q. The general reserve is’for the use of the 
company to carry on its business, and if there is a 
winding up the reserve is distributed to the share- 
holders? Ae Yes. 

Q. But in this case you would distribute it to the 
shippers of wool? A. No Co-operative could live 
through a period of ten years without some reserve. 

Q., You might wind up in circumstances where there 
would be no reserve? Ae Yes, If it had no reserve, 
the Co-operative would wind up anyway. 

Q. It would probably wind up before it got that low. 
You have a third reserve. What is that? A, That is 
the Growers‘ Rebate Reserve, Those are the amounts that 
we pay back to the growers year by year, 


Q 


ye 


By the way, what is the amount of the General 
Reserve? vid I ask you that before? Ay Yes, ‘I vsaic 
I thought it was $115,000, but I see from the brief it is 
$119,000. 

@. So for financing purposes the Co-operative has 
cash from three sources: the sale of its shares, the 
Contingency Reserve and the General Reserve. Lteetsounes 
the use of the Growers! Reserve until such time as it is 
paid out? Ae Yeas 

0. How else does the Co-operative finance itself? 


A, Bank loans, 


Q Seasonal? As “Lees 
G. 1. flotice you say in your brier thac your charges 
for handling the wool are fixed by Government authority. 


Yes, they are now fixed by the Canadian Wool Board 
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Q- You handle wool for the Government now? 
A... Yes, 

9. And the Governnent pays you something? 
4. A commission, 

Q. That would be so much per pound. <er on sone 
other basis, I presume, Is that profitable to the 
Co-operative, or does it do any more than defray your 
actual out-of-pocket expenses in handling the wool? Does 
it leave a margin of Ssefcty, as you call iby LOT your 
A. It leaves a margin, a small margin, a reasonable 
margin, yes. 

Qe Like any other company, you are not expected to 
Work tor nothing. These charges are fixed on a basis 
which you both believe, at any rate, will give you a 
reasonable margin? Ae. Yes, 

One. in practice it has worked out that way? 

A. Yes. 

Q. Does the company make a margin on any other type 
of business that I have not mentioned? There is a margin 
on its dealings in supplies and a margin on its handling 
of wool. Is there any other source? ne NOs Sore 

Q- For instance, has the company invested any of 
these reserves in Victory Bonds, or anything else? 

A, Yes. 

Q Quite a substantial amount? A. Yes, $200,000. 

Q.- I suppose the Victory Bonds that you get are like 
those that the rest of us get--what few we can get-—-in 
that they pay 3 per cent interest? A. One and three- 
quarters per cent on some. 

Os, but Sper cent om. some? An The doar sant. 


Q. That income on $200,000, which can be calculated 
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by a matter of pure arithmetic, is quite a little sum, 
which makes another margin of safety for the company? 
A. It is income, 

@. It is a source of profit to the company? 

Ae It is more than offset by the interest which we pay 
to the bank, 

Q I am not particularly interested in that. The 
point is that you get the income, A. We get the interest 
on tite bonds. 

Q. And that belongs to the company, or does it 
belong to somebody else? A. It goes into the revenue 
of the company, the same as the commissions on wool, 

BY THE CHAIRMAN: 

9 Inthe event of a winding up how would you 
reconcile the interest of your shareholders and that of 
your members in the general surplus? As We would think 
that if the shareholder got his original $10 back that 
1S all he would be entitled to, that) is all his interest. 
He is limited to interest rates on $10. He can buy 
Shares at $10 and he can only get $10 for them when he 
sells them, so that continues to be his only interest, 

Q. You would not consider he had any rights in 
the reserves? As, Lo would=not, 16. 

BY MR. VAUGHAN; 

Q. As to the Contingency Reserve, you said that in 
the event of a winding up it would go to the shippers of 
the last year in which the Co-operative operated? A. Yes, 
or the last known shippers. 

Q. Is there any agreement with the shippers 


authorizing that to be done? That is, do shippers of 


previous years relinguish any rights to the reserve 
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and allow it to go to the shippers of the last year? 
4. None other than through their delegates, who passed 
a by-law to that effect. 

BY MR, PARKER: 

Q. Mr, O'Brien, on page 5 of your brief you refer 
to the Co-operative's present position as to taxation. 
PrVOr To, L930 this Co-operative paid income tax? 

A. Yes. 

Q- On what part of its business? Can you tell me 
how you arrived at the income on which income tax was paid 
bricr to 190507 Ae I would expect on the net surplus 
showing at the end of the year, 

Q. That is, the amount put into these reserves,or 
would they be deducted as Operating expenses before you 
arrived at the income for taxation purposes, do you know? 
4. I am sorry I cannot answer, I know we paid Dominion 
income taxes up to 1930, 

Qe Was it a substantial amount? I do not want to go 
into your private affairs, A. It would range from $1,000 
to $3,000 or $4,000, as indicated in the auditor's letter, 
They say there that a reserve of $3,000 had been set up to 
cover Dominion income taxes expected to have been peld Tor 
the fiscal years ending February 28, 1929 and February 28, 
1930. That would be about $1,500 a year for those two 
years. 

Q. You assume that that was about what you had been 
Paying? oA, Yes. 

Q. It must have been calculated on a fairly small 

taxable income? 


MR. VAUGHAN: The rates were very low then, Mr, 


Parker, 


_ 
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MR, PARKER: Yes, that is true, 
BY MR. PARKER: 

Q. At the moment you cannot tell us on what items 
of your revenue that was calculated? aoe) NO 

Q.- Could you send a statement about that to the 
Commission? Have you any obvectvion, to that? A. Noe 

Q. That information about your affairs would not 
be disclosed to the public. Of course, if the Commission 
will say right now that they do not want to see the state-— 
Mente alls rion ts 

BY THE CHATRMAN: 

Q. Were your dividends deducted for income tax 

purposes then? Ay» Yess 
BY MR. PARKER: 

Q. AS an operating expense? Ae YOCs 

Q. I come now to the recommendations on page 6 of 
your brief. You say, "The Canadian Co-operative Wool 
Growers Limited concurs in recommendations (a), (b) and 
(c) made to this Commission by the Ontario Co-operative 
Unie," Do you recall what those recommendations are? 
I was just wondering how many of the people for whom you 
are speaking here to-day know what are recommendations 
(a), (b) and (c), in which you say you concur. A. How 
many of what people? 

Q. How many of the twelve thousand people whom you 
are, representing here. How many of them know what 
recommendations (a), (b) and (c) are? ae ei Sear t 
of the system, the general benefits of co-operative 
marketing. 


Gs. Do you know what recommendations (a), (b) and 


Y 


(c) are? A. Roughly. 
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% What are they? What is (a)? A. One asks for 
@ proper definition of what a true co-operative is, 

Q.” That is right. What is (b)? A, It asks for a 
Dominion Co-operatives Bet, 

% I will state whet the Tecommendations are, because 
i am not trying to bELD You. Up at Cal Ee They are as 
follows: "(a) that a proper definition of a co-operative 
be inserted in the Income War Tax Act and Excess Profits 
Aet; (b) that provision be made for the incorporation of 
co-operatives under Dominion law, and (c) that recognizing 
the great social benefits of co-operatives and that the 
patronage refund is not income in any true sense, all 
co-operatives be exempt from the payment of income tax and 
excess profits tax, by statute, on patronage returns." 

Pan diet to ri eht., 

Q. Those are what you, as spokesman for your group, 
are recomnconding? A. Yes. 

Q «and recommendation (d), which has to do with credit 
unions, is not commented on in your Driét. Wem donot make 
that recommendation? Ae No, 

Q. iI think you are in good company when you say that 
somebody ought to make a proper definition of what a 
co-operative is, Could you help us on that? Bis EO. 16% 
bhink I could, here. 

Qe Where could you? We are willing to So anywhere 
that you can help us. This is one of the problems we 
have been working on. &. I think you can appreciate 
that I would not care to dictate a definition of what a 
true co-operative is. 


Q.- I know that, but have you given the matter 


consideration? wy Yes, 
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Os Without seeking to hold you to a hard and fast 
definition, I wondor if you could give us some of the 
attributes of a true co-operative? A. I believe the 
Canadian Co-operative Wool Growers Limited is a true 
co-operative, 

% Do you think that ig as good an example as any of 
a true co-operative? Hy TEPC 

Q- There may be some co-operatives which would contest 
that and say that your institution, as you have described it 
this morning, is a So-called co-operative or perhaps a 
spurious co-operative--I do not know what that term means, 
#ie That is’ not how it is known throughout the country, 

It is a pretty practical co-operative, 

Q» I suppose you just cannot conceive of a truer 
type of co-operative than the Canadian Co-operative Wool 
Growers Limited? YOUethink 14 26 ae good an example of 
a true co-operative as any in the country? Ae Yes, 

Q. That is as good a definition as we could expect, 
You say that here is a co-operative that has got all the 
car-marks and attributes of a true co-operative? A, “Yes, 

@- Coming to recommendation (bd), "that provision 
be made for the Lncorporationear co-operatives under 
Dominion law," why do you’ Concur? in. that? A. I would 
like to see membership versus the financing by share 
capital more clearly defined, The second point is that 
whether our charter is in strict conformity with the 
Dominion Companies Act, I do not know. 

Q Should a co-operative be organized and operated 
in strict conformity with the Dominion Companies Act? 
ms. Ido not cue whether all the provisions in our 


charter would bear up under the Dominion Companies Act. 
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For exemple, if Mr. Jones is a sheep breeder and one of 
Our shareholders, and he decides to sell his Shares, it 
Should be in the Dominion Companies Act that he should 
turn them back to us and not be able to sell them to 
John Smith. 

(%. Would there be any advantage in having a Dominion 
Co-operatives Act rather than uniform Acts in all the 
provinces? 4. Perhaps that would be MAM i ighikea gl ah 

Q. Your object is to have SOme UNI formity 7) ae pec 
and since we operate throughout the Dominion we prefer a 
Dominion vict., I recall speaking some years ago to Mr, 
Thomas Mulvey, then Under Secretary of State, and he 
stated definitely--I cannot give you his words, naturally-- 
that you can have a company just as co-operative ag you 
like under the present Dominion Companies Act, 

BY MR. ARNASON: 

Q- Mr. O'Brien, I take it that under your present 
charter you have not the power to repurchase your shares? 
Ji. That is correct. 

Q. Do you think it would be an advantage to your 
Co-operative if you had that power? ie YES tt=would be 
an advantage inasmuch as if you finance with share capital 
you can always keep it--revolving, I think is the word-—— 

BY THE CHATRMAN: 

Q- Keep it in the family? Ay KESO atime tite 
Dam, Thank you. 

BY MR. ARANSON: 


Q I took it from your answer of a few moments ago 


that in the event of e dissolution of the Co-operative 
your reserves would be distributed to your shippers and 


members of the last year of the Co-operative's operations, 
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on the basis of their patronage, If you had authority 
to repurchase the share or shares of a member who was 
retiring as a sheep breeder, do you think it would be 
possible for you to work out a system whereby that member 
could also get & portion of the reserve back? A, No, 
I would not think so. I would think that if he got his 
~l0 that he paid for his share, that is all he would get, 
But I would think it would help a lot if when a wool 
shipper offered his shares for sale, or if his estace 
offered them, we could take them back and resell them or 
cancel then, 
BY THE CHATRMAN: 
Q. What advantage has the shareholder in that set-up? 
“ue «=e has not any. 
% Except that he gets interest on his shares? 
4. There is no advantage. We have repeatedly told people 
that there is no advantage in anybody being a shareholder 
in the Canadian Co-operative Wool Growers over the advan- 
tage that enyone gets as a shipper of wool. 
BY MR. ARNASON: 
Q. The voting rights are limited to the shareholders? 
Ae Yes, 
if How do the shareholders vote? Do they vote 
through the locals? Is membership in the locals a pre- 
Pequisite to voting? A, No. We follow the ordinary 
routine. A shareholder has 4 vote, 
BY THE CHAIRMAN: 
Q. & Shareholder certainly has this advantage, that 
he votes as to the distribution which you are going to 


make of any surpluses? A. YeSs 


QO. That-is, he votes through the directors? <A. Yes, 
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% Is that not an advantage over the member who hac 
no share at all? Ae It might ordinarily be, sir, but I 
CO Not think it is in our case. Three of our directors, 
for instance, fepresent the sheep industry as a whole. 
They are the Deputy Minister of Agriculture in Mucbec, the 
Live Stock Director of Nova Scotia and the Commissioner of 
Marketing. A director who represents Sheep breeders in 
sections where the industry is carried on on a small scale 
has to have a knowledge of general farming. Aas Mr. 
Parker knows, in Nova Scotia a farmer never has more than 
fifteen or twenty sheep, and he carries on general 
agriculture. So in order to represent them a man must 
have a knowledge of general farming, 

BY MR. VAUGHAN: 

Qe About what percentage of your shereholders are 
shippers? 4, lL Lind that here te answer, Tor this 
teason, that an association like the Southern Alberta 
Sheep Breeders Limited igs a shareholder and ships us one 
and a half million pounds, whereas an individual who is 
a Shareholder may ship us only 125 pounds, 


%- Would a majority of the shippers be shareholders? 


4. Not in some of the provinces. In New Brunswick, for 
example, only a small percentage, perhaps 10 per cent,of 
the shippers would be shareholders, and they would hold 


only a few shares. 
BY THE CHAIRMAN: 


) 4re your shareholders’ meetings well attended? 


ve 
Ae Not particularly. In provinces where there are sheep 


breeders! associations we combine then usually with their 


meetings, 
BY MR. ARNASON: 


6; Are a majority of your affiliated associetions 
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incorporated under provincial legislation? A, = would 
think a majority, yes. Some of them are not, 

MR, ARNASON: I know several of them that are not, 

BY MR. NADEAU: 

Q. Is there any limitation to the number of shares 
that may be held by either an individual or a local 
association? A. Not by a local association. There is 
by an individual--fifty. 

BY MR. PARKER: 

%» On the question of the ownership of those reserves, 
will you turn to your by-law No, 38? it. says: 

"The Board is authorized so to conduct the affairs of 
the company as to provide, if possible, a charge egainst 
sll business sufficient for an annual payment of G per cent 
per annum on the paid-up capital and to provide from year 
to, year such reserve fund as to the directors may seem 
necessary in the interests of the company. Such reserve 
may be carried in two seperate accounts, one called 
‘General Reserve! and the other called ‘Contingency 
Reservet, both of which shall be the property of the 
company: provided that in any winding up of the company 
the ‘Contingency Reserve', after any losses on growers! 
cash advances or wool sales, shail be distributed among 
the patrons of the company, doing business with the 
company during the last year in which the conpany carries 
on business, and such distribution to be made in propor- 
tion to the volume of business done in such year." 

That makes it pretty clear that it is the company's 
money, subject to that proviso? Ae AMO Ov uncer- 
stand why it makes it the company’s money. You could 


not have everybody, fy twenty thousand farmers, asking 
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for their portion in a certain year, 
BY THE CHAIRMAN; 

Peeull it is their money, is that not their right? 
dig I expect they could, yes, 

“ If it is the associationts money, 10-18 mot tneir 
Plone. I am speaking of right now. 

BY MR. PARKER: 

G They have the right to get it on the winding up 
of the company, is that so? A. We try to make that 
clear, 

Q. The Ontario Co-operative Union's recommendation 
(c), in which you concur, is: "that recognizing the 
great social benefits of co-operatives and that the 
patronage refund is not income in any true sense, all 
co-operatives be exempt from the payment of income tax 
and excess profits tax, by Statute, on patronage returns," 
You are recommending there that these refunds should be 
exempt from income tax for two reasons: first, that great 
social benefits arise fron co-operatives; and secondly, 
that the refunds are in fact not income. Which of these 
is the reason why you think the refunds should be exempt? 
Let me put it to you this way: if they are in fact not 
income it is unnecessary to recommend that they be exempted, 
because no one has to pay tax on something that is not 
income. So that cannot be the reason, It occurs to me 
that you are suggesting that patronage refunds should be 
Exempt because of the social benefits of co-operatives, 

Is that so? 

MR. FRANCIS: There are two submissions there.° One 

does not exclude the other. 


THE WITNESS; My explanation is that we handle a mants 
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wool on consignment, When he Ships his wool ‘ae pay him a 
cash advance, and when 80 per cent of the wool has been 
sold we make him a final payment; on the grades and 
estimated gale Price’ of the remainder. If we make a 
rebate later on it ig out of money which we over. 

charged him ag commission or out of the surplus, 

%- The only reason [ raised the question was that 
the suggestion has been made to this Commission that 
even though patronage returns are income they should be 
exenpt from income tax because of the great social 
Denetits or cO-operatives--the educational and recreational 
centres and that sort of thing conducted by co-operatives, 
Do you agree with that argument or do you care to comment 
on at? Ay Ido not. know. I have enunciated what I 
think and tried to explain my idea why the refunds are 
part of the income of the mean who owns the wool, 

o, I am merely trying to find out on what ground 
you recommend that these patronage refunds should be 
exempt from the payment of income tax, Do you agree 
with the argument that they should be exempt because of 
the great social benefits of co-operatives? That is 
what recommendation (c) of the Ontario Co-operative Union 
seems to imply: "that recognizing the great social 
benefits of co-operatives and that the patronage refund 
is not income in any true sense, all co-operatives be 
exempt from the payment of income tax and excess profits 
tax, by statute, on patronage returns.” AS I pointed 
out before, that asks for exemption on two grounds: one, 
the great social benefits of co-operatives, and, secondly, 
the fact that patronage refunds are not income. But if 


they are not income I do not see why you need exemption, 
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because you could not be taxed on something that was not 
income, Therefore the inference seems to be that you are 
esking for exemption because of the great social benefits 
of co-operatives. A. Interpreting that myself, 
I would say it points out that the co-operatives confer 
great social benefits, and then it goes on to say that the 
patronage refunds are not true income. i do net correlate 
these grounds, 

BY MRs) LL LOTT? 

% On page 4 of your brief you state that you made an 
over-payment on two occasions, and that on the first 
occasion you had to ask the growers to refund part of the 
cash advance. Did the growers accede to your request? 

A. “in part. That wes in 1920 or 192), and that wes some- 
thing we would hope never to attempt again. 

Qe What is the reason for that sentiment? MS eG 
some experience you had in collecting? A. Yes. A 
farmer is no different from any other man. While he 
agrees to accept a cash advance on his wool as such, as 
soon as he has got it he views the cash advance as a 
part payment. That is everybody's view, except mine. 
If the sale price on his wool does not come up to the 
cash advance plus, he does not like it. As LL s6y,02n 
that way he is no different from any other man. 

% Your interpretation is that you have the right 
to collect back from the farmer whatever you have 
advanced him in excess of what you receive for his wool 
when sold? A. Yes, he has to pay it in some form, or 
through this Contingency Reserve which we later set up, 
which we think is a wiser plan. 


@. That. part of the advance which you did collect 
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back, was it collected in cash or by subsequent deduotic.: 
on receipt of the members' wool, or in both ways? <A. In 
both ways. 

% It has been suggested ewes that your shareholders, 
in the event of the winding up of your Co-operative, might 
have a conflicting interest, as compared with your patrons, 
in the distribution of reserves; and you have stated that 
there. is. no ereat incentive for anyone to hold your shares. 
In Saskatchewan it was suggested to us thet the ideal 
method of financing a co-operative would be to have the 
members interested as investors proportionately to their 
interest as customers. It was not sugsested that that 
could be completely achieved in practice, but that was 
Suggested as an ideal. Does that seem to you to be 
reasonable? A. No, not to me, 

Qe What is the matter with it? A. I think in a 
co-operative effort the small man should have the same 
feeling of interest as the large man--in our business, for 
instance, the small farmer has the same feeling of interest 
as the large rencher,. When that principle is applied they 
meet on equel ground, and a man who ships a carload of wool 
does not think he is more important than a man who has 
twenty-five head of pure-bred sheep. 

% .1 Have not made my question clear, Suppose one 
man is shipping five times as much wool as another, would 
it be reasonable, if some way could be devised, to have 
the first man invest five times as much in your association? 
A, We did not think so. 

% I am not speaking now of voting rights or anything 
like that. You would expect the smali man to invest as 


much as the large shipper? Ae Yes; I do not think 
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that the investor should have any particular interest es 
such in running the business, That is the reason I 
would favour a Dominion Compan*.<gs Act which would provide 
oo Sens OF Pinencine end-at the ame time give member- 
ship rights. 

Qe I was thinking of a situation where the small 
shipper and the large shipper each hed only one vote, but 
where each was required to have Shareholdings in propor- 
tion to the volume of his shipments. In such circum- 
slacces, if A Shipped five times as nuch wool as B, A 
would have five times as many shares as B, A. But 
wouldn't A feel that he dominated Over the other man? 

Qe If each had only one vote? A. Wouldn't the 
big man feel that he dominated? 

\ He might feel thet he was asked to invest too 
much, A. In our case we limit the number of shares 
that any one man may hold to SLEUY. 

Qe But because of the way the shares are peid for 
there is some correspondence between the volume of a 
man's shipments and the number of shares he holds? 
fy No, | 

BY MR. VAUGHAN: 

e- in the case that Mr, Ellicott wae putting to you, 
it would cost five times as much to finance the big 
shipper. There would have to be larger borrowings from 
the bank to handle his business, and probably it would 
entail more administrative expense, i think Mr> Blijotiis 
point is that the big shipper should in fairness put up 
more capital for borrowing purposes than the small shipper 
does. Of course, that all works out if you have a 


revolving fund, A, And of course the big shipper would 
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pay more at the outset on a poundage basis, on tie volume 
of business, and through any reserves thas are maintained 
he would be contributing proportionately more than the 
small shipper. 

we Yes, if they are allocated, but not in e general 
reserve, the Yes, he still would be contributing more 
capital in a general reserve. 

BY MR. FILLMORE: 

Ye Mr. O'Brien, you have a paid-up capital of 

$120,000? T) AL. Vea, 


Tv 


ve And the company is only obligated to pay interest 
om the capital? Ae If poseioie:. 

Q. Does your charter provide that you cannot pay 
dividends or that you must not? 4. It provides for 
conducting the business in such a way, if possible, as to 
pay up to 8 per cent. 

G Hight per cent dividend? Ae Yess 
ie Ltwould like “to see thet; LOS tT See too Le 
different from whet you have in your brier, in “your 
brief you say you can only pay interest on your paid-up 
Capital, 

MR. FRANCIS: That is in the supplementary Letters 
Patent, which I will now show my learned friend, 

BY MR, FILLMORE: 

4. This document states: 

"At the end of each fiscal year the Board of Directors 
shall distribute the net profits after all Operating and 
other expenses have been paid as follows and in the order 
following: The Board is authorized so to conduct the 


affairs of the company as to provide if possible a charge 


against all business sufficient for an annual payment of 
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8 per centum per annum on the paid-up capital and to 
provide from year to yeer such reserve fund as to the 
directors may seem necessery in the interests of the 
conmpeny Any further annual surplus funds in the 
possession of the company shall be distributed to the 
patrons of the company whether shareholders or not in 
proportion to the volume of business done." 

THE CHAIRMAN: What is that, Mr, Fillmore? Is that 
a dividend? 

MR. FILLMORE: That may be a matter of argument, my 
Lord. It is just an annual payment on shares, and I 
think an annual payment on shares is a dividend. You do 
not pay interest on shares of ordinary capital stock. 

THE CiHiTRMAN: If it were interest, would it be 
subject to being paid “if possible"? Interest does not 
depend on the possibility of its payment; it is a fixed 
charge. | 

MR, FILLMORE: IT say it is more in the nature of a 
dividend, because if possible they may make a payment of 
BS perwcent. 

BY MR. FILLMORE: 

% %Iunderstand that you have this paid-up capital 
and severel hundred thousand dollars in the Contingency 
end General Reserve accounts? Ae Not several hundred 
thousend dollars, There is $200,000 in the Contingency 


Reserve. 


f What is the total of the two reserves? 


A; $3195000. 


C, Heve you got fixed assets, warehouses and so forth? 


“ye 
Ln LeCn 


®  Whet is the approximate investment there? 
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A. As it stands now, do you mean, with the depreciated 
value? 

2. Do you know the approximate cost? A. About 
100,000, i think. the approximate cost in the beginning, 
VY» And you mentioned Victory Bonds $200,000. TI 

suppose part of the reserves is in Victory Bonds,or are 
they in addition to your reserves? he. doe The height 
of our wool season is from May to October, At that time 
we very often have not any money at all, and the bonds are 
either sold or nearly always pledged; and then as the fail 
months approach the clip moves out and the cash comes 
back. We only use our funds for handling the clip, 

Q- In other words, your reserves are used as working 
capital when required? A. Thet is right, They are 
liquidated each season during the height of the season and 
brought back during the dull period, They are only usea 
in the wool business. 

Qe Wheat was the volume of business transacted in 
1944? Ae In dollars or poundages? 

Ge In dollars. A. About one and three-quarter 
million dollars. 

9 Has your association been growing? A. Yes. 


w® 


%. Has your volume been increasing year by year? 


G+ «and the number of members has been increasing? 


wy. Yes. 


Q and the amount of sales of supplies has been 


ye 
increasing? A, Not particularily; 
%« What processing or work do you carry on in the 


warehouses aside from grading? Do you do any cleaning 


or anything else to the goods? A. We sort, grade and 
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sort at times; we do not do any processing, 

Y As I understand it, you have no contract, except 
as already stated, with individual growers? A, No, 

G- Have you any written contract with local 
associations? pay Yos, I answered that already, 
@. You have not got a copy of that here? A, No, 
ve in some cases you receive wool direct from the 
gtowers and in other cases you receive it from local 
associations? A. Yes, 


“+ In one case you account to the grower and in the 


~ 


A 


other to the local association? A, Yes, 

©» In each case when the goods are received in the 
warehouse they are sorted and graded? 50 7 veke at 
that from that point on the identity of the goods is lost, 
That is, you never know the exact amount for which you have 
sold wool shipped in to you by farmer A, the exact amount 
for which youvhave sold his particular goods? All you 
know is that you sold goods of the same grade as his at a 
Cervyein price, A. The same grade and quality and price. 
G I teke it that at some time during the season the 
price of a particular grade may fall? <A. That is right, 

QZ» SO you do not know whether any particular goods 
Were cold for price: A, B ors 0? If farmer X ships you 
goods, you do not know whether goods of his grade and 
quality were sold for price«/A, Bor OG? You do not follow 
it through that closely? A. Are you calling individuals 
A, Bend C7? 

fi. No. I am saying, suppose farmer X ships you wool 
and it is graded and sold during the season, if during the 


season there are three different prices for his grade or 


grades you do not know at which price or prices you sold 
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his perticuler goods? A. We only know the price that - 
particular gerade averages throughout the season for the 
number of people in it. 

ve You say you make an initial payment to your 


shippers. Does that have anything to do with the current 


market price paid by competitors? Has it any relation 
to the current market price? As Certainly, to the 


current market price, 

Ce What relation? What is the percentage? A, You 
act according to your best judgment. It depends on what 
forward-looking powers you have, and the kind of market 
VOUre res foiling into, If it is a strong market you advance 
more than if it is : weak market. 

ae, DO yOu try to make the initial payment as much 


as the shipper could get for the goods from anybody else 


in the same locality? sup  DWOe We enunciated in the 


brief that we give a.generel. average of 65 per cent of the 


estimated market value, 


After the goods are sold-- ae Do you mean the 


ow 
season's goods? 


a ifter the goods produced.in the summer are sold, 


wt 


you make a final payment? As OS, DY -eredee.. tC. tac 


individual fermer. 


i But that is only when 80 per cent of the goods have 


“ys 


been sold? A. Yes. There has to be some deadline, 


Deecause there are certain grades of wool thet might not 


Le ah 


Sell for three years, and it would be impossible to wait 


ww 


Tooth wee all sold. 


Some is not actually soid at the time you make what 


you cell a final payment? A, No, 


Then some of the final payment would be made up fron 


ve 
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goods carried over from previous years? A, Yes, that 


could be, 


~ 


Ge presume. outror your general bank balance, Then 
you make what you call a further payment sometimes, do you? 
A. ‘Yes. 

wet Loetdireetorsoreihe company meet--is it the 
directors or the shareholders who meet? A, Both, 

v 4nd by that time do you have the result of the 
season's operations? Here Goce 

™ You have a profit and loss statement? Lerhe t 
Loe ont, 

vs And in the earnings you will have interest from 
Victory Bonds? Ae In the revenue we will have interest 
from the bonds. 

se And you will have the commission you received from 
the Government? A, “Yes, 

ve Also you will have some margin which you held back 
as you sold the goods for more than you paid out? That 
margin would be shown too? A, On the sale of supplies? 

% No, but on the wool business too, Outuof your 


final payment you also hold back something? Your reserves 


have been-created by holding back some part out of the sale 


price, have they not? Or let us say they are a result 
of playing safe. From what source were the reserves 


ereated? Were they created out of the moneys for which you 


sold wool? Aw Yes, they could be 


%. You have got $300,000 in reserves which came from 


your busiriess operations, let us put it that way. A. We 
have been in business twenty-seven years. 
3 And they came in part, at any rate,- 


wt 


a. They came. from wool. 
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Toa 


‘« At the end of the season you have a profit and 
loss statement in which arc Shown all these earnings, is 
thet correct? A. Our income is shown. 


and on the other side of the balance sheet you 


ry 
F 
we 


have your expenses? A. Yes, 

“ Including dividends on sheres? That is an 
expense, I take it. Have you been paying 8 ber cent on 
shares? the No. As I said, we have paid the current 


bank loan rates, 


( But in late years have you been paying 8 per 


cent on your paid-up capital? As No. 
‘“« You have been paying what? A, 4, 42 ana 5 


per cent. 


%« That would be included as an expense, I take it, 


a) 


whatever you actually paid for the use of the money? 
fie YOS, 


fe Then you provide reserves year after year “GO 


Serve aS a margin of safety? ae We provide such 
reserves as seem necessary to carry on this business. 


. and deducting one from the other, you have what 


we will call a surplus, is that right? Assuming you 


have had a good year, your profit and loss statement shows 


os 


& surplus? Hy. YES, Dieshoutd, 


0 Then the directors or the shereholders or both 


decide-— he Wheat“ terdo wlth. 


and amongst other things they sometimes distribute 


Part of “it to the growers? A. Right, 


¢ Now, in the case of an individual grower, does it 


go to the grower; and in the case of an association member, 


©) 


does it go to the association? A. In the case of a 


smell grower--that has already come up--it is accumulated 
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until it becomes an amount worth paying out. A quarter 
of a cent a pound on fifty pounds is not worth paying out, 

\» How does that distribution differ from the 
dividend paid by an ordinary joint stock company to its 
shareholders? 4. It is part of the price of his wool. 
It never did belong to us, 

‘\ Mr. O'Brien, we have just gone over your profit 
and loss statement and we have seen that some of the 
earnings come from your handling charges, some from interest 
on your bonds, some from profit made on supplies, some from 
profit made on wool, yet you Say you are giving beck to the 
man part of the proceeds of the sale of his own wool? 
ae > Right. 

\* That is what you say? A. That is what I say. 

BY THE CHAIRMAN: 

‘- Mr. O'Brien, clause 4 of your supplementary 
Letters Patent says, "’t the end of each fiscal year the 
Board of Directors shall distribute the net profits after 
all operating and other expenses have been paid’, LG 
says they "shall" do that? A. Yes. 

vw Am I right in saying that you are not obliged to 
pay the interest? A. We are not obliged to pay the 
interest on shares. 


4\ 


uw That is only to be paid if possible? pT ee kil 
possible, yes. As I remember 1t,) sits ithe reason tor 
putting it that way was that it was felt that to direct 
somebody to run a business that would pay such and such a 


rate might be to direct him to do something that at times 


would be impossible. 


But you do not undertake to pay interest "if 


“ye 


possible", If it 1S interest and you tavilyto pay it. 
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& shareholder can sue you; but if it is a dividend, you 
cannot be sued for non-payment. Interest is an Bctual 
debt. If you borrow $10,000, the interest on that is 
an actual debt. Ae The interest or dividend, whichever 
it is, has always been paid since we started. 

BY MR. FILLMORE: 

‘4. How have you decided how much interest you will 
pay? 4. For many years we have been following the policy 
of paying the interest or dividend on the shares at the rate 
that we pay to the bank against our loan. We are simply 
reimbursing the shareholders. 

» The amount of interest you pay has no relation to 
the net earnings of the company? nue “Chet is rier. 

%- Your charter says you are to disburse your 
profits in a certain way: "At the end of each fiscal year 
the Board of Directors shall distribute the net profits 
SLuer ak) operating and other expenses have been paid as 
follows and in the order following". Let, me:-call your 
attention to the word "shall", Then it goes on to say: 
"The Board is authorized so to conduct the affairs of the 
company as to provide if possible a charge against all 
business sufficient for an annual ene of 8 per centum 
per annum on the paid-up capital..." Has it been 
possible for you to pay 8 per cent instead of the bank 
rate? That is the first thing you have got to do. Has 
that not been possible? A. I would think it has been 
possible. 

“» You have had money to ellocate to reserves and you 
have had money to make a distribution to members, yet you 
have not given the shareholders up to & per cent, Wale owe cae 


the situation? fi. To interpret these questions is 


ae 


sa a i 
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beyond me. Whet does "up to™ mean? 
we I will read thet clau-e riot your charter again: 
“Ab the end of saci fiscal year the Board of 

Directors shall distribute the Nev prorits Arter iai1 
operating and other expenses have been paid"—-it is 
only expenses--"ag follows and in the order foblowing *; 
~-Bear in mind that the order is fixed--"The Board is 
authorized so to conduct the affairs of the company as 
to provide if possible a charge against all business 
sufficient for an annual payment of 8 per centum per 
annum on the paid-up capital"--That is payment No, 1. 
Then it goes on to payment No. 2-—-"and to provide from 
year to year such reserve fund as to the directors may 
seem necessary in the interests of the company. <Any 
further annual surplus funds in the possession of the 
company shall be distributed to the patrons of the 
company whether shareholders or not in proportion to 
the volume of business done." 

There is your charter, and I am calling your attention 
to the fact that you have not been following its 

MR. PARKER: Mr. Chairman, my friend is making en 
argument, in which he may be right or not, on the inter- 
pretation of that document. In@dotmot think that. is 
quite fair to the witness, There may be a difference 
between my learned friend and myself as to what the 
document means, 

MR. FRANCIS: My Lord, I wouid have objected, but I 
intend to answer this through a series of questions in a 
few moments. 

BY MR. FILLMORE: 


@) Mr. O'Brien, when you make the final payment, that 
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payment, I take it, is made out of whatever funds you hav: 
in your bank account? That is an.obvious question, but 
I mean your ability to pay depends on the use of capital 
and labour. in making that final Dayenn’, in providing 
the mohey for the final payment, you have employod 
dapital and labour, TO put 1G in Another way, Mr, 
O’Brien, the company is able to make that final payment 
bedause it has warehouses and because it has working 
capital and because it has reserves? Would you care to 
answer that? A. We make the final payment because the 
wool has been sold, up to 80 per cent, by grades, and 
after deducting the estimated costs we send a cheque for 
the difference. 

ve Twenty per cent of the wool may be carried over 
for a year or more? A. Carried till the first 
available market for it. 

Ve and at that time you do not know what you will 
Pei sO at 7 io, NO» 

we SO aS an actual fact when you make that final 
payment you do not know exactly whet will be realized 
out of that year's crop? A. We know 80 per cent of it, 

oe You stated, I believe, that in some years you 
have had losses through over-—payments? sn Yes, 


6) Would you object to telling me the greatest loss 


you have had in any one year? 


MR. FRANCIS: I do not. think that is relevent at 
this stage, Mr. Chairman. Of course, the Commission wil] 


be gladly given the information, if it is desired, 
THE CHAIRMAN: I do not think you should press that, 
Mr. Fillmore, It does not help us very much, 


MR. FRANCIS: AS I say, if the Commission would like 
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the information, we shall provide 16. 
BY MR. FILLMORE: 

%» Did you collect tie loss from individual growers? 
m- In one instance, in Peru, yess in the OU MEr. Nom 

‘\- Have you or did you have any agreement in writing 
enabling you to call on a Grower if you sustained a lose 
through Over—payment ? 4. I do not know. 

BY MR. FRANCIS: | 

G- after my learned friend's valiant avcempt to” turn 
your organization into a joint stock company, I would like 
to ask a few questions, Who decided, Mr, O'Brien, that 
your company should pay on share capital 4 or 5 per seni 
A. The directors. 

ve Was that directors! recommeadation approved by 
your shareholders? As Yes, 
‘oe And I presume it can be changed, can it? Ao Yes, 
oe t motiee that the rate set our in your original 
Letters Patent was 6 per cent? A, Yes. 

i And LT observe. that by the supplementary Letters 
atent that was increased to 8 per cent? Aq Right, 

© Mr. O'Brien, will you please tell the Commission 

why that change was made? A. The change was made 
because our western friends at thet time, who were still 
heavy contributors, told us they were paying 7 end 8 Cer eeny 
for money from the banks out there. 

G The reason you raised it was so that you could get 
capital with which to finance the business? a, ves. 

@- And notwithstanding the fact that you have now an 


order to pay 8 per cent, those who receive this interest 


or dividend, whatever you call it, decide themselves that 


they will take only 4 or 5 per cent? <A, ‘That is Tight. 
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“« My friend Mr. Fillmore referred to the increase in 
your membership. In your opinion, why do not all the 
sheep growers in Canada market their products through 
your Co-operative? } 

MR. PARKER; That is a big question, is it not? 

THE WITNESS: In my opinion they should. Would 
it be fair to ask Mr. Francis why all the law business in 
Saskatoon does not go to him? 

MR. FRANCIS: I could give you a reason for that. 

THE WITNESS: We pay for wool, as already indicated, 
by a cash advance and on a graded basia, but in those 
arts of the country where the clips are small an itinerant 
buyer will go around, ready to pay cash, without any grading, 
Simply paying so much for a farmer's wool, and he will grab 
a large proportion of the small Clarpe. Then in the 
ranching country there are individuals who prefer To 
negotiate their own sales rather than let a co-operative 
handle them, because they want a say as to the final price. 
Metemie.oll thet sont. of, thine. 

BY MR. FRANCIS: 

“» My friend Mr. Fillmore asked you if you segregated 
the wool of farmer X when you marketed Lo, end Dl, think your 
answer was that you segregated it in the sense that it was 
elegsaried, 4. Pulled and light wool and light grades. 

Ye Would it be practicable to segregate the wool of 
farmer;x in merketinge it? ie, NOx 
"» Do you consider, from your twenty-five years! 


v 


experience as General Manager, that the method you follow 


is the practical one? i, I think the answer has to be 
"Of course’, I thought that would be the answer, ne 


take it that the membership of your organization is widely 
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scattered? - A. Yes, 

on What effect eve that have on the attendance of 
Members at meetings? 4. At those provincial meetings 
pty a anes to make it small. At our annual meetings, 
to which delegates are sent from the respective provinces, 
we have the full quota attending every year. 

ae sinc recommendations of the Ontario Co-operative 
Union, about which my friend Mr. Parker wags questioning 
you, includes this recommendation (b): “that provision 
be made for the incorporation of co-operatives under 
Dominion law." Mr. Commissioner Arnason asked as to the 
repurchase of shares, and it was brought out that that is 
not possible under your present charter but is desirable. 
aS to control, who do you think should control the 
organization? Aa. The suppliers of the product which you 
are marketing, 
In short, the growers? He “MeGete: Tien. 


ue 


we Under the present Dominion Companies Act have you 
been able to find a suitable device by which the growers 
can completely control the company? fia gNO.9 NOt chat 
know of, 
«« Would that be another reason why you would favour 
a Dominion Co-operatives Act? A. Yes. 
ee oo Lorre tO pit 1o nas way, that in so far as 
your Co-operative is not entirely satisfactory in its 
Operations you would sa ay that 1s due to tho lack of adequate 
legislation under which to operate? Ae i mMient think 
that, but I do not know that I can say it, because we have 
@ way of operating our company on share capital through 
the associations and provincial Departments of Agriculture, 


@s has been explained. But that is not a permanent 
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solution. 

@- It is perhaps a little clumsy? Would it be fair 
to say that? Ri” Yes. 

vw AS @ matter of fact, this is the first co-operative 
ever set up under Dominion legislation, is it not? A. As 
far as I know, 

CG» And I think the only one that has been operating 
for a number of years? However, you may not know that. 
Reference was made to your by-laws, which provide that on 
Winding up of the Co-operative a certain reserve shall be 
distributed to the patrons in proportion to the volume of 
‘ business done, and the list of patrons is limited te those 
of the last year in which the (oe carries on 
business. thet is sét out in your by+laws, and these can 
be changed by your directors and shareholders? Ae Yes. 

ie i0 @ period of three “or tour yearswould the list 
of patrons of your company change very much? ot Ole 
I would like to add that there might be a change in the 
individual but the same farm would continue to ship to us. 
If aman dies, his son or some other member of his family 
Will probably continue to ship to-us. Many growers who 
Started to ship to us in 1918 are stil? shipping to us; 
and also we are still receiving shipments from many farms 
that began to ship to us back in those days and in the 
meantime have undergone change of ownership--some of them 
have perhaps been inherited by sons of the original shippers, 


and so on, 


Does the list for a period of three or four years 


wv? 


remain fairly constant? ie ieee 


G i presume, since you have this by-law, that that 


‘UW 


was deemed to be a practical way of dealing with it? 
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i. That was the idea of the by-law, to find some practical 
way by which it could be done, ° 
Has there been any criticism Of Ste ee Nee 

ae OF course, i+ has nou been put into eriect. ror 
there has been no winding up. Now I wart to sum up the 
evidence on Supplies, and I will ask «4 question, to which 
my learned friend may object if he wishes. 

MR. PARKER: You should not ask @ question if you think 
it will be objected to. | 

BY MR. FRANCIS: 

me tS 10 fair to Say that the. main purpose in handling 
Supplies of good quality is to have these available Fors the 
Growers in your association? 

MR. PARKER: I have no objection to thet. 

THE WITNESS: Yee. By the way, somebody asked if 
we were compelled to distribute any of these supplies. Ther: 
is one, phenothiazine, which is for internal dosage of 
sheep. We are asked by the Science Service here at Ottawa 
to distribute that at cost, and I think that apart from one 
agency in the Maritimes we are the only people who 
distribute it. 

BY THE CHAIRMAN: 

% Do you get this from the Supplier that you mentioned 
before? ie. NO The formula was made up by one of the 
Scientists at Macdonald College, and it is manufactured by 
Merck and Company. 

MR. MILLIKEN: Mr. Chairman, I do not want to ask the 
witness any questions, but before he leaves I should like 
to make a statement. He wes questioned by two of the 
Commissioners a@s to whether he was in favour of having the 


number of shares held by a grower bear soine proportion to 
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the quantity of wool that the grower Shing in. May I 
suggest that if the Commission are interested oe 
could find out why at least one organization discarded 
that method, I refer to the Fraser Valley Milk 
Producers, ny their original Set-up they provided 
that the number of shares held by a man Should corres- 
pond to the number of his cows, but later on they 
changed this, I have no doubt thet the organization 
would be pleased to advise why this change was made. 
You already have had before you, Mr. Chairman, a subsidiary 
of the wheat pools which Operates on that basis, namely, 
the Pool Insurance Company, whose stock is held as nearly 
aS possible in proportion to the volume of business done, 

MR. FILLMORE: Me, Chairmen, I Lorgot to ask the 
Witness if voting is done by proxy. 

BY THE CHAIRMAN: 
‘.« How do you vote at your meetings? Ay By bellot, 


Are proxies taken? a. Noy 


id Ss aate ek tr ae aT 
THE CE ATRMAN: What briefs are to come next? 
MR. PARKER: Ma. Chairman, there are three. One is 


from the Chambre de Commerce du Province de Quebec, which 
is filed and will be presented in French, lteis anders 
stood that will be taken up the first thing in the morning, 
Mr. Brossard will be here then, 

The next one is the International Lumbering 
4&Ssociation Limited brief. which has been filed by a 
Mr. Grimes. He has been in touch with Mr, Francis. 
Apparently Mr. Grimes is in doubt as to whether he would 
be better off if he Supported his brief with witnesses 


QP pimply Left it on Tide, In any case, he is unable 
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to be here new and I understand from Mr, Hrencis that it 
it is desired to call evidence an application will be 
made for a hearing, 

THE CHAIRMAN: We can leave it in Suspense. If 
Mr. Grimes wants to be heard, arrangements can be made; 
otherwise, the brief will be accepted. 

MR. FRANCIS; Thank you, Mr. Chairmen, 

MR. PARKER: The formal filing of the brief can be 
deferred, 

THE CHAIRMAN: Suspended is, I think, the term. 

MR. PARKER: Inasmuch as we do not want any inter- 
national complication to arise in respect of this 
Commission, perhaps it would be the courteous thing to 
allow this gentleman to be heard, if he so wishes. 

THE CHATRMAN: It will stand for the time peine, 

MR. PARKER: That will dispose of the business 
for this weel, Then there is the Co-operative Union 
of Canada. It will be recalled that Mr. Good presented 
his main brief at the first Sittings in Ottewa, when my 
examination on it was deferred. He has since filed a 
Supplementery brief, end I understand ne Wishes to file 
certain specific recommendations. I can see no point 
to making three bites of a cherry, so I suggest, subject 
to the approval of Mr. Good and his counsel ,that he come 
in at the end and be prepared for cross-examination on the 
whole of his submissions, 

THE CHAIRMAN: There is only a part of the first 
brief remaining for cross-~examination by Mr. Grosch. 

MR. PARKER: I think the proper stage for cleaning up 
the whole thing would be at the end of the docket, if that 


meets with Mr. Goodts approval. 
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MR. GOOD: Quite satisfactory. 

MR. PARKER: That makes a ecléan sheet, There is, 
however, the brief of the Canadian Lumbermen's 
Association, which Mr. LeClair mentioned et the outset 
of this morning's proceedings, I do not know whether 
the Commission would wish to hear it before lunch--it 
is now 12,30--~or take it up this afternoon. : Mr. LeClair 
Said he would prefer to be heard to-day, if possible. 

THE CHAIRMAN: We will hear him this afternoon, 

The Commission thereupon adjourned until 2.30 


this afternoon. 
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The Commission resumed at Pale Delis 


THE CHAIRMAN: Are you ready? 
MR. PARKER: TI am, 


W. J. LeCLArR 


Secretary-Manager, 
Canadian Lumbermen's Association 
having been duly sworn, 
testified as follows. 

BY MR. PARKER: 

Q. Before you read your brief perhaps I might find 
out what it is all about. You are Secretary-Manager of 
the Canadian Lumberments Association? Be Yos, Sir. 

Q.- &nd you have prepared or supervised the prep- 
aration of this brief JOU are, about to read? ne Veo. 
Sir. 

Q- Did you prepare it completely yourself? 

4. With consultation with my directors. 

Q- How many directors have you? ii« We have twenty- 
four’ directors, Not all of them were concerned with the 
preparation of this brief. It was left: to” mes 

Q- How many of them were concerned? as Ob; T have 
consulted with maybe a dozen of them from time to time , 
and with groups representing the different sections of the 
industry as I indicated this moming. 

Q. And the association is an incorporated body? 


NS Les, Sirs 


Q. Incorporated under -- Ae Dominion -- 
Q- The Dominion Gompanies Act. he YSOSy “Sit; 
Q- and has share capital? &e NO. I do not know 


what you mean exactly. 
Q.- Does ait issue shares? wee Noy terdoes not. 


Q» Who appoints these twenty-four directors? 
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ui They are elected. 

Q- By yee a1+ By the six constituent bodies or so- 
called bureaus indicated on the letterhead, the nn dee eae 
Bureau, the Canadian Hardwood Bureau, the Canadian spruce 
Bureau, the Wholesale and Export Bureau, the Retail Bureau 
and the Woodworkers Bureau. 

Q- Are they in turn incorporated bodies? A. wo, 
they operate under C.L.A. charter. 

Q. What is that? A. Under the Canadiam Lumbermen'ts 
Association. 

Q. Wait; they in turn operate under a charter granted 
by the Canadian Lumbermen's Association? A. They are in 
effect branches or sections of the Canadian Lumbermen'ts 
Association, 

Q.» That is what I am trying to find out. In what 
manner are they sections of it? Are they merely committeeso 
A. No, they are not. They are autonomous organizations 
in respect to the operation or Pesulerieatan of the 
affairs of their particular group. They even have con- 
trol over their funds with the qualification thet the 
needs of the parent association for general expenses and 
such. like shall be a first charge oon those funds. I am 
Ssecretary-manager, executive officer and treasurer. 

Q- Let us go back. I want to get it straight. you 
have twenty-four directors but those directors are not 
shareholders? A. No. 

Q- Yet you have shareholders? BOT OT awould not cal. 
them shareholders. They are members contributing an 
assessment. 

Q. Thateeis these six? A. No, the members of these 
six associations. 


Q.- I am afraid you are confusing me. I do not know 
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about the Commission. We have got a body corporate, the 
Canadian Lumbermen's Association,incorporated under the 
Dominion Companies Act? A. Yes. 

Q-. That being so I assumed when I began that it had 
members? A. Yes. 

Q- And to be a member I assumed each member would 
have at least one share of something or other? A. NO« 
They admit to membership on payment of association fees. 

BY THE CHALRMAN: 

Q.- Of how much? A. It is set by these bureaus. 
They differ, In the case of White Pine it is 20 cents per 
1000 feet. In the case of Hardwood it is a sliding scale 
on the different grades which averages about 15 cents. [In 
bine case of Spruce gt is only 5 cents. It is not a co- 
Opersuive Or an association, of that mature at ails Te 16 
merely an association to better business methods and 
Supervise and represent the interests of the group. 

Q- iI have not read the brief. What stand do you 
take on the question before us? A. We object to the 
establishment or permission for the establishment of a 
preferential class in respect to taxation. 

Q. Iseee. You are opposed to special privilege? 

A. We are opposed to any special privilege. 
BY MR. PARKER: 

Q. Can you give me approximately how many individuals 
or firms are represented in these six bureaus? Be ot 
nave a list here. There is approximately S60. “It Varios, 
AS ea matter ot. fact, I am told Lt is more now, 

@. Perhaps you could file a List. of those, What 
I am getting at is you are appearing here as spokesman 
apparently fer 850 firms? is Ves. | 


@. That is really what it boils down to? a | vese 


” 
j 
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Q- Of the 850 firms I want to know how many you are 
really able to speak for, how many you have consulted? 
A. I amacting on the instructions of an annual meeting at 
which there were over a thousand delegates. 

Q- When this question was discussed? a. When this 
question was discussed. 

@- When was that annual meeting held? A. That was 
held on February lath, 13th and 14th of this year. 


Qe 


u 


This whole question was Up for discussion at. that 
meeting? Awe Yes. 

Q- AS a result of which you were asked to prepare a 
brief expressing their views? A. Yes. 

Q- Is that the way it worked out? A. Yes. 
BY THE CHAIRMAN: 


Q- Was there a resolution passed expressing that? 


Q- Have you that resolution? A. J Have not ou te 
here but I will make it available to you. 

Q. Can we take this brief as in accordance with the 
terms of the resolution? Ao The Drier is in‘accordance 
with the terms of the resolution. 

MR. PARKER: Perhaps you had better read it. 

THE WITNESS: “On t he instructions of the annual meet- 
ing of the Canadian Lumbermen's Association held in Montreal 
On February 12, 13 and 14, 1945, I have to inform the 
Commission that that meeting, at which there were present 
about one thousand delegates from all parts of Canada, went 
on unanimous record as opposed to the principle of exemp- 
tion from taxation of cooperatives. It was further direct- 
ed that adequate representation be made to you advising of 
Une eee (poets present, and prospective) of the 


Canadian lumber industry in order that you might appreciate 


{7 


agai a 


~ 
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the possible implications from the continuance of a privileg- 
ed class with respect to taxation as they may be expected to 
effect the lumber industry and its contribution to Canadian 
economy . 

"For your information, the canadian Lumbermen's Asso- 
ciation is the national body of Canadian lumbermen operating 
under Dominion Charter and representing all branches of the 
industry, Me me manufacturer, wholesaler and retailer, p¢ 
has a membership of over 850 drawn from all provinces of 
Canada. It works in closest harmony with the various pro- 
Vincial organizations in the trade, and its Opinion can be 
considered as the concensus of opinion of the canadian 


lumber industry. 


"Canadats Prosperity Predicated on a Wood Fconomy 

"It has been repeatedly stated that canadats prosper- 
ity is predicated On 4 wood economy. The forest industry 
of Canada is next in importance only to agriculture. [t 
is even unfair to FOveESEry, to relegate it to second place, 
because agriculture in many parts of Canada is vitally 
dependent on lumbering and logging for its existence. The 
logging industry draws more than 70 per cent of its season- 
al labour from farms. By so doing, it provides in many 
instances the only cash income obtained by such farmers, 
It not only provides employment for farmers in their off- 
season time but it provides employment for their horses 
as well, and furthermore in many instances provides the 
principal market for their produce. 
| "A principal reason for the great depression between 
the years 1929 and 1939 in Canada was the depressed con- 
ditions of the lumbering industry. It had been dependent 


for more than one half of its markets upon its export 
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trade ane the slump in world conditions came very near to 
dealing it a death blow. [It is worthy of note that oe 
Dominion Government made an issue of British preferential 
tariff treatment for lumber cen Canada as an essential to 
alleviate depression conditions in Canada. | 
"The incidence of the war has created a temporary 
stimulus in lumber markets, but it has also brought into 
Sharp relief certain situations which may seriously 
prejudice a continuation of this British preferential 
treatment after the conclusion of hostilities. Two con- 
ditions ought to be particularly kept in mind, viz:- 

(1) Canadats two principal lumber competitors which 
were handicapped by the British preference were 
the United States and Soviet Russia. Britain has 
incurred obligations to these two powers which may 
make it difficult to defend a discriminatory 
tariff policy toward then. 

(2) Britain's financial needs and her position as a 
Sterling country may make it embarrassing for her 
to continue to encourage lumber imports from a 
dollar country. It ought to be remembered that 
in pre-war days Europe exported some 73 per cent 
of the world's exportable lumber Surplus and Canada 


Only about 5 per cent. 


"Alternative to Export Trade 

"Failing a certainty of adequate export markets, 
Canada's lumber trade has only one alternative and that is 
to develop domestic markets. It can accomplish this only 
by bolstering the retail lumber trade of canada. TU. is 
common ict ieies that the retail lumber trade was a de- 
pressed industry during the decade preceding the outbreak 


of war. Its financial reserves were greatly depreciated 
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and the incidence of wartime taxation has prevented the 
accumulation of substantial additional reserves. 

"The retail lumber trade contends (and ithe 3¢. Les. 
directorate supports its contention) that it would be 
grossly unjust to permit it to be Subjected to competition 
by cooperatives which enjoy tax exemption privileges. The 
incidence of the Income War Tax act and the Excess Profits 
Tax Act 1940 imposes a severe strain upon business. [It can 
be defended only if its application ig made general. f[t is 
considered that it would be a most reprehensible act cal- 
culated to seriously discourage private enterprise if a 
privileged class be permitted to exist. It is considered 
by the lumber trade that such tax exemptions are bound to 
encourage a material increase in the number and extent of 
the business of cooperatives to the imminent detriment of 


private enterprise. 


JLumber Industry a Monument to Private Industry 

"The lumber industry of Canada is a monument to pri- 
vate industry. With between six thousand and seven 
thousand manufacturing units across the length and breadth 
of Canada, it has without public assistance conquered our 
forests and built up a world wide merchandising organiza- 
tion. With the possible exception of mining, no other 
industry in the country is beset with so many or such 
large unpredictable risks. Many of these, suchas forest 
fires, insect infestation, etc., are non-insurable. [In 
eastern Canada where over 50 per cent of Canadian lumber 
is produced, the time lag between the fé6élling of the tree 
and its sale as lumber varies from twelve months to two 
years and in some cases is even longer. The vagaries of 
weather are a constant hazard. This Spring for example 


millions of feet of timber had to be left in the bush 
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because of an unprecedented and unexpected break in the 
weather. If’ later in the season there should be ao Gi ture 
of water the river drives may be tied up and millions more 
feet may have to Stay in water or stranded in log jams 
until another season's water Supply is available. There 
is a decreasing inducement to private capital to take the 
risks involved, coupled with the inevitable slowness of 
returns. The inducement may be expected to be further re- 
duced if a loss of confidence is permitted to develop with 
respect to lumber merchandising organization. The lumber 
trade feels that under the Special privileges enjoyed by 
cooperatives there is a real danger of their expansion 
into the lumber merchandising field. If such a develop- 
ment materializes, private enterprise in connection with 
the sale of lumber will be very definitely handicapped. 
The industry further believes very completely in the 
necessity of personal interest and expectation of a 
realization of profit as a means towards the maintenance 
of a lumber me rehandising organization. The competition 
to which lumber and lumber products is submitted is so 
varied and complex that it is believed that no substitute 
can be found for the present system which is the product 


of a lengthy evolution. 


"Success of Lumber Industry Necessary to 
Rehabilitation 


"The Canadian Lumbermen's Association submits that 
the success of the lumber industry is a prime necessity to 
post war rehabilitation. In world competition Canada is 
handicapped by weather conditions. A great deal of season- 
ak employment has been the order of the past and may be 
expected to be in the future. The lumber industry has been 


the one big outlet existing in Canada for such employment. 
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Canadats reconversion to peace time needs will necessi- 
tate a stimulated rather than a discouraged lumber industry. 
Over-cutting of war years has. resulted in provincial 
government restrictive measures in several provinces. If 
the industry is to continue to meet its obligations under 
the difficulties. envisaged in the post war years, encourage- 
ment will be necessary to retain experienced operators in 
all branches. The continuance of a discriminatory and 
jnequitable practice in the matter ef taxation will dis- 
courage the continuance of a number of operators. The 
pest minds in the industry feel so keenly on the impli- 
cations of taxation policy on the success of the industry 
that a council of forest industries presented a brief to 
the cabinet on February 16th of this year which is at 
present having the study of government. It is submitted 
now that there is a further real threat to the successful 
performance of the industry if the present tendency to 6x- 
pansion in the cooperative movement under the encourage- 
ment of taxation exemption is permitted to go unchecked. 


"Intention of 1930 Exemption and 
British Precedent. _ 


"The Canadian Lumbermen's Association frankly admits 
that it does not consider itself competent to debate the 
abstract subject of taxation, but it submits that the very 
language of the exemption clause indicates that parliament 
had in mind a mich more restricted conception of cooperat- 
ives than that which at present obtains, and furthermore 
the association questions very much if such an exemption 
would have been obtained had the subsequent great increases 
sn taxation been considered. It contends that what was 


at that time a concession of slight advantage to coopera- 


tives has now become a serious handicap to their 
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competitors, 

Minn as Lert “thet -ohe daea ior cooperatives in Ganada is 
a mutual development of precedents set in Great Britain. 
The Canadian Lumbermen's Association submits that canada 
differs so greatly from Great Britain in national econ- 
omies and in population and geographic factors that it ig 
dangerous to assume that because cooperatives have made a 
place for themselves in Britain's economy that a parallel 
result will obtain in canada. 

"In this connection it ig submitted that the exemption 
extended to cooperatives in Oanada does not obtain in Great 
Britain. The Commission is respectfully referred to the 
recommendations of the United Kingdom parliamentary commit- 
tee of 1932 which were adopted in the Finance Act amend - 
ments of 1933. These amendments established equitable 
taxation as between cooperatives and ordinary joint. stock 
companies in England. 

"In order to achieve the same result in Camda, it 
would be necessary to make cooperatives liable to tax on 
their profits in ‘the same way as joint stock companies, but 
allow a deduction in respect of patronage dividends (pro- 
vided these have actually been paid), both to cooperatives 
and to ordinary joint stock companies or other businesses, 
as this is not allowed at present to the Latter, Ae baR sein 
and most important of all, when dividends are paid on 
capital either by a joint stock company or a cooperative, 
it would be necessary to adopt the United Kingdom prin- 
Ciple of crediting to company shareholders, or cooperative 
members as the case may be, on their individual income Deke 
all taxes paid on such dividends at the source. Such a 
change, in addition to bringing about equality of treatment 


as between company shareholders and cooperative members, 
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would remove the present gross inequity as between both of 
these groups on the one hand and bondholders on the otuner, 

Watic on the subject of the British study it shoulda 
be borne in mina that the dissenting commissioners of the 
1919 United Kingdom Royal Commission while favouring the 
exemption from taxation of Cooperatives on receipts aris- 
ing from transactions with their own members Very defini. 
ely went on record that "If there were in the United King- 
dom as there is in the United States a corporation tax 
levied Specially on corporations as such, it would no 
doubt be Proper that a cooperative society Should, as a 
Separate legal entity, be made liable to that tax,'tt 

wTne Canad ian Lumberments Association respectfully 
repeats that it views with real alarm the POSSsibilities of 
unfair competition from the existing privileges enjoyed by 
cooperatives, that it definitely records as its Opinion 
that there ought’ to be no privileged class ag regards 
taxation and that equality of treatment in the matter of 
taxation ought to obtain. It further carnestly recommends 
for the serious consideration of the Commission the 
British decisions on the subject. -rt feels that such con- 
cessions as are éranted in Britain should be the very max- 
imum which ought to be accorded in Canada with respect te 
normal taxation practice. as Tegards special war imposts, 
it feels that any Special concession eranted to cooperatives 
is indefensible and incompatible with the professed pur- 


pose and” principle of such war taxation." 


BY MR. PARKER: 
Q. Mr. eclair, perhaps you can tell us definitely 
what recommendations, hat Sula, 2 ele Lumbermen's Association 
makes to this Commission, or do they mot make any? 


A. They make no definite recommendations, They merely 
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express an opinion. 

Q. Just generally that there should not be any exemp- 
tion, and beyond that this brief. is not intended to go? 
A. That is perfectly right. We simply wish the Commission 
to know the feeling of the Lumber industry . 

BY THE CHATRMAN: 

Qj. Ll understand that actually at the moment you have 
no cooperative competition? A. I would not say that. 
The real excuse for my delay was in the hope of getting 
some definite submissions in that connection. what has 
been transmitted to me so far is largely in the nature of 
fears and worries. One specific instance has been eee 
ed of an American cooperative with Canadian affiliation 
acquiring possession of a large shingle mill in British 
Columbia, and the logging operations attached. That is a 
worry to both the manufacturing and distributing groups 
in the industry. 

Q. Does that go to the length of owning limits? 

Ae Se pelisvs. 1% does @o to the leneth of Rolding lamite: 
but DP Have not definite information. I dislike to submit 
this because I have no definite submissions and do not 
wish to mention names or anything connected with it but 
it has been told me that in the east certain cooperatives 
have shown indication of a desire to go into the lumber 
industry, into the merchandising of lumber. [In that 
connection the trade is particularly worried because of 
the price set-up. We are operating under a fixed ceil- 
ing. All lumber retailers -- and TI am speaking now 
particularly for retailers -- have their prices to the 
consumer fixed. The wholesalers! price is fixed. tt 

has been told me that this partiqmlar cooperative olaims 


bo be ebie to obtain lumber. If 16 can obtain Lumber 
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under existing conditions it must obtain it only by paying 
a higher price than its competitors. 

Q. These are really suppositions? A. These are 
Suppositions, and I do not wish to mention them. That is 
my real excuse for delay. 

BY MR. PARKER: 

Q- I notice in the membership list which you have 
filed the name of the Ilderton Farmers! Co-operative com- 
pany Limited. Do you know that outfit? A. I only know 
them as a member. I have never had any contact with them. 

Q. Did you know they were a cooperative institution? 
&. I did not know they were a cooperative. 

Q- I assume they are from the name? A. Yes. There 
is nothing in our membership qualifications or anywhere 
else to preclude such from membership. 

@. There may be more so far as you know? AS ‘Theres 
may Dowmore so far as) [T°know. IT do not think so) but 7 
do not know. 

MR. PARKER: I do not think I can usefully ask this 
witness any more questions, Mr. chairman. 

BY MR. ARNASON: 

a> Mr. LeClair, will you permit a question in connec- 
tion with page ten of your brief, the last paragraph? i 
want to be clear that I understand your reference. It is 
the second last sentence. 

"Itt -- that is the Lumberments Association -- 

"feels that such concessions as are granted in Britain 

Should be the very maximum which ought to be accorded 

in Canada with respect to normal taxation practice.” 
Does that mean you are in favour of exempting patronage 
dividends? A. It means, in so far as I can gather the 


opinion of my directorate, that they subscribe to this 
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reference to the British practice at the moment as inter- 
preted by the following -- 

Q» AS applied to cooperatives? A; Yes’. 

Q- When you were drafting this brief did you prepare 
it with reference to cooperatives generally or just retail 
and wholesale cooperatives? A. Cooperatives generally, 
but on the particular request of the retail section of the 
ULrede. 

Q- We have heard submissions with regard to credit 
unions and cooperatives marke vine ‘agricultural productea,. 
Did you have those in mind as well, or with special 
emphasis on the other? Ae NOG particubarly, but with 
special emphasis on the other. I am in the rather invidious 
position of trying to express the opinion of my members. 
Our members feel that in all probability there is a place 
for certain forms of cooperatives in Canada. We are not 
opposed to the principle but we are opposed to unfairness 
OF Competition. 

BY MR. ELELOT?T : 

Q@- May I ask a question or two? This is really 
suggested to me by your saying with some hesitation that 
you are not @ cooperative. Are your members all incorpor- 
ated? In your retail section are they all incorporated 
companies or are some of them individuals? A. Many of 
them are individuals. Some are incorporated companies; 
some are individuals. 

Q. And are the fees you receive from your members 
annual fees? A. Annual fees. 

Ore Im Some cases. sO mich a ioou? Apeeres, in some 
cases on production, in some cases’on sales, and in some 
cogses 8 fixed fee; depending on the wishes of ‘the partic- 


ular group. 
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Q. And the Canadian Lumbermen's association is a 
registered company? A. Yes, it is an association 
registered under dominion law. 

Q. iis the association a taxpayer? A. The asso- 
ciation is not a taxpayer. It is a non-profit organization. 
It does not do any business beyond providing service for its mem- 
ders. It Has the fullest cooperation and approval iof.all 
governments because we have eee ety we have materially 
improved the lumber business. For instance, we maintain an 
inspection service for lumber. | 

GO. Ob 1Sen0t 1 business organization itself? 
hwo f6 iS NCted, DUSINeSsSs jorcanization itseli st all. 

Q. Does it spend in giving service all the fees it 
collects? A. “That. ie the, antention. Lt ts-only wathin 
the last few years since my being made manager that I 
have insisted upon the building wp of certain reserves as 
a safety measure, but those reserves are small. 

Q- To whom do they belong? Ae J ALUM De. Tunde er 
thewassociation belong to the six constituent bureaus. 

The reserve in each case belongs to the bureau which has 
algu 

Q. And if it should be wound up it would be returned? 
A. It would have to be returmed to the membership of that 
bureau. 

Q. » SOUnneteat sis iforny our members ac: taxpayers 
rather than for the association itself that you are making 
representations? A. Exactly. 

MR. FRANCIS: I do not wish to ask any questions. 

THE CHAIRMAN: Is there anything further? 

MR. PARKER: Nothing, Mr. Chairman; that seems to be 
all on the list ror tolay. As I said this morning we 


have the Quebec Chamber of Commerce tomorrow. 
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THE CHATRMAN: It is not very often you have that to 
say, 

MR. PARKER: No. I hope to be able to say it more often 
LIWabiS “Tua bes 

MR. FRANCIS: My lord, while appearing in the city of 
Regina there was a submission made on behalf of the 
Saskatchewan Federated Co-operatives Limited. At that 
time an excerpt from the rules of the Co-operative Whole- 
Sale Society Limited of Great Britain was read into the 
record. I undertook at that time to cable to Great Britain 
to obtain, a complete set of the rules and file them with 
the Commission. That was after cross-examination by my 
learmed friend, Mr. Thorvaldson, Through the kindness of 
the Secretary of the Co-operative Wholesale Society in 
Great Britain I now bave a copy and would like to file it. 
It is in connection with the submission of Saskatchewan 
Federated Co-operatives Limited. 

THE CHAIRMAN: Very well, We have just one brief for 
tomorrow? 

MR. PARKER: Just one brief. 


if CHATRMAN: Ten o'clock tomorrow morning. 


The Commission thereupon adjourned until 


Eridey, April 13.) at 10 “ecm, 
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